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‘SALT or ne KARTH 


There’s a deal of solid satisfaction in 
handling loans arising from the sale of 
Oliver products to the farmers of America. 

First, there is the pleasure of dealing 
with men who are the true “salt of the 
earth’? .. . upon whose economic well-be- 
ing depends so much of American business. 

Second, there is the satisfaction of per- 
forming a useful service—of enabling men 
to own dependable machinery whose oper- 
ation helps to make life more worth while 


and profitable farm operation more certain. 


Third, there is the 
reward of helping to 
increase the business 
of your community 
by helping to increase the productive ca- 
pacity of your neighborhood at a profit to 
yourself. 

Fourth, we think you will enjoy dealing 
with Oliver dealers—energetic up-and- 
coming men, dedi- 


cated to the proposi- 


We believe that you will both enjoy and 
profit from handling Oliver farm equip- 
ment paper. We’d like to talk it over with 
you at your convenience. Just drop a line 
to us at Chicago saying ‘‘when’’—and 
we'll have a representative call on you to 
discuss the Oliver proposition in detail or 
send you the names of Oliver dealers 


whom you might wish to meet. 





tion that “Show good’’ 
is always much better 
than “Show many”’ in 
making sales of farm 


equipment. 





OLIVER 


FARM EQUIPMENT COMPANY 
400 WEST MADISON STREET, CHICAGO 
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Safe Deposit Advice 


Srrs: Let us hope that safe deposit 
departments in banks benefit from the apt 
advice given by the American Telephone 
and Telegraph Company to stockholders. 
This notice comes attached to each new 
stock certificate. 

Naturally, in advocating safe deposit 
protection, a corporation has primarily its 
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AMERICAN TELEPHONE AND TELEGRAPH COMPANY 
195 BROADWAY. NEW YORK. N. Y 
To Stockholders: 
Your stock certificate is a valuable paper. It is im int to put it 
promptly in a secure place to prevent loss, theft or destruction. 
A safe deposit box in a fireproof and burglarproof vault is an excellent 
place in which to keep this certificate. 
} In most cases of stock certificates reported lost, stolen, or destroyed, the 
loss would have been prevented if reasonable care had been exercised in their 
| safekeeping. In securing new certificates to replace those which have been 
lost, hold: are i iderable i delay, : 


J. F. BEHAN, Treasurer. 
A change in « stockholders address should be reported promptly. 





} and some expense. 




















own welfare in mind in the matter of sav- 
ing time, effort and expense, so it would 
not seem rages ang for banks to 
encourage the adoption of this practice 
by corporations, large and small, which 
do not now use it. 

All banks would benefit. 


ISABELLE M. BENNETT, 
Montclair, New Jersey 
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The Banker—Then and Now 


In days of old the banker grim 

Could hide behind his whiskers’ rim; 
And for his dignity relied 

On goatee, beard or trim burnside. 


He sat behind a polished rail 
And watched the would-be borrower 
quail 
Beneath an eye both cold and drear 
That through luxuriant brush did peer. 


And if perchance a loan were made, 
And in his hand the money paid, 

The borrower left with eyes grown dim, 
And felt that God had smiled on him! 


But now no banker has a beard; 
His last defense has disappeared. 
He sits all day and tries to grin, 
And takes it on his close-shaved chin. 


The borrower calls on him to say 
He’s sorry that he cannot pay, 

But if the loan were cut in two, 
He’d try to see what he could do. 


BERTRAM QO. Moopy, Vice-president, 


The First National Bank of Amherst, 
Amherst, Massachusetts 
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Cotton Production Financing 


Strs: I have read the article in your 
May issue on cotton production financing. 

Prior to the recent agricultural depres- 
sion the landlord was pretty well fixed 
financially. At least he was able to finance 
not only his own operations, but those of 
his sharecroppers. With the coming of 
our big depression his cash resources 
Shrank. The depression brought the 
Federal Government into the picture. To 
be perfectly frank, your Tennessee banker 
is doing exactly the same thing the land 
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25% increase 


With New England’s own industries moving steadily 
forward ... cotton, wool, shoes, machinery, paper . . . 
its investors share also in the improve- 
ment of all American industry, as 
instanced by Massachusetts income 
tax collections 25 per cent higher this 
year than last. 





New England capital does business 
with the world. New England inter- 
ests require the complete banking serv- 


ice which this institution provides. 


THE NATIONAL 


Shawmut Bank 


40 WATER STREET - BOSTON 






MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 






































A CAREER IN 


Life Insurance Representation 
% 


Most of us know at least one individual who somehow has 
not yet succeeded in winning a fair reward for his or her efforts. 


Suggest to such a person the earnest consideration of /ife 
insurance field work as a permanent career. Recommend a 
prompt reply to this advertisement. 

The Mutual Life Insurance Company of New York places 
a high value on sincere recommendations if based on personal 
knowledge of the character of those recommended. 


To selected individuals who possess energy, common sense, 
character, stability and genuine sympathy with others, The 
Mutual Life offers personal direction and training in life 
insurance field work, leading to permanent careers in the 
communities chosen. 


The Mutual Life’s new 36-page booklet “A Career in Life Insur- 
ance Representation” is available to those who wish to consider 
the subject seriously; also name of nearest Mutual Life manager. 


Avpress: Vice President and Manager of Agencies 


She Mutual Life 
Insurance Company ol New Vork 


DAVID F HOUSTON 
34Nasoau Sh "New Words 











owner did heretofore. He is financing the 
production of cotton. The landowner’s 
release of lien means, in fact, that he is 
joining with the sharecropper in borrowing 
from the bank. 

As agricultural conditions improve I feel 
sure the landowner will again get back 
into the picture in the manner that he was 
before. 

F. H. Dunn, 

Farm Loan Supervisor, 
American United Life 
Insurance Company, 
Indianapolis, Indiana 
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Soil Erosion 


Strs: We in the middle west are having 
uite a bit of fine dust these days. Some- 
thing must be done in a big way to fore- 
stall water draining to the Mississippi 
River from this territory. Cactus is the 
only thing that grows without water. 

Local irrigation is lowering our water 
level. We need more impounding of 
waters, artificial lakes located by govern- 
ment survey, damming of canyons and 
farm draws. Ditches partially dammed 
by our roadsides would help. Then per- 
haps we can get trees to thrive in this 
country and get along normally without 
artificial aids. 

Leo E. Ryan, Treasurer, 

Kearney Co-Operative Credit Assn., 
Kearney, Nebraska 


* ® 


Banking Quarters 


Strs: We have just read the article 
‘Banking Quarters,” in your May issue, 
and found it especially interesting. 

In this connection, we believe you will 
be’ interested in our experience with our 








vault and safe deposit boxes in the flood 


of 1936. On March 17 the Allegheny 
River reached the stage of 46.7 feet. The 
water was the highest in the writers 
recollection and completely covered the 
vault, which is located in our banking 
room. 

Thanks, however, to the door equip- 
ment on our vault (Diebold), our safe 
deposit boxes and bank records came 
through perfectly dry. No water reached 
the inside of the vault. The fact that our 
vault remained water-tight saved us 4 
great deal of trouble, not only in the 
matter of duplication of bank records, but 
in keeping the contents of our safe deposit 
boxes dry. 


Cuas. C. HENDERSON, President, 
Citizens Deposit & Trust Company, 
Sharpsburg, Pa. 
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The TREND of BANKING 








Bank Credit 


Banks place particular significance to 
the conclusions of the Economic Policy 
Commission of the American Bankers 
Association, reported recently at Hot 
Springs, Arkansas. The conclusions, read 
by Colonel Leonard P. Ayres, Chairman 
of the Commission, were: That American 
business is entering the prosperity phase 
of the recovery movement. That there is 
no inflationary expansion of bank credit 
at the present time. That commercial 
loans are increasing. That balancing of 
the Federal budget will avoid an inflation- 
ary boom. To quote Col. Ayres: 

“We may summarize all this by noting 
that in the earlier recovery period (1921- 
1929) great increases in building construc- 
tion, and in the market values of securities, 
were accompanied by important advances 
in the volume of real estate loans and of 
security loans. On the other hand a large 
advance in general business activity called 
forth almost no increase in commercial 
loans. This time all those situations are 
different. We have had an important 
revival in building construction, and a great 
bull market in security values, without 
any important increase in real estate loans 
or in security loans. Nevertheless this time 
commercial loans have increased as general 
business activity has expanded. 

“In this recovery period all the new corpo- 
rate financing of the past four years com- 
bined amounts to less than two billion dol- 
lars. Under these circumstances corpora- 
tions are turning in larger degree to the banks 
for increased accommodations as their 
business needs expand, and we are having 
a moderate increase in commercial loans. 
This may be expected to continue, for 
recent surveys indicate that relatively 
little financing for new corporate capital 
is now being planned.” 


Earning Assets 


In the face of current improvement of 
commercial loans, the shift that has been 
taking place in bank earning assets for 
many years remains a matter for serious 
consideration. To obtain opinion on this 
the American Banker, banking daily pub- 
lished in New York, sent this question to 
bank officers and economists: ‘Do you 
see any danger in the trend toward in- 
creased holdings of mortgages and invest- 
ment obligations by banks?’ In most cases 
the answer was, “Yes.”’ In many cases an 
opinion accompanied the answer. 

Said George E. Roberts, economic 
adviser, National City Bank, New York, 

We all agree that the declining supply of 
commercial paper has created a banking 
problem, but there are different opinions 
as to the cause and permanency of the 
development. I believe this to be one of 
the numerous derangements caused by the 
Great War, which has deranged and con- 
fused nearly all relationships. The war 
with its great rise of prices forced an in- 
creased capitalization upon the business 
houses accustomed to float commercial 
paper, for they found they could not rely 
upon banking accommodations, particu- 
larly in times of tight money. In other 
words, they felt obliged to make them- 
selves more independent. I never re- 
garded this situation as permanent. I 
think that when business is really settled 
on a permanent basis and through with 
these violent swings from boom to depres- 


sion and back again, that there will be a 
much larger demand for seasonal loans 
than has been known in recent years. I 
doubt that the time is ripe for a final 
conclusion on the subject.” 

Said Edward C. Romfh, President, The 
First National Bank, Miami: “I have 
noticed that as long as deposits increase 
or hold, the bond market holds; but when 
deposits recede, there is little, if any, bond 
market in which to liquidate, and every- 
body is trying to do the same thing. I 
think the remedy of readjustment is to 
limit to a small ratio of two or not over 
three to one, of the capital structure bonds 
which should be triple ‘A’ and less than 
five years. We may lose a little depreci- 
ation, but interest will be paid and the 
principal will be paid at maturity. This is 
the case with well-selected double ‘A’ 
bonds. Banks, of course, cannot hold to 
these ratios unless there is something else 
to take care of the expense account. I 
favor Regulation ‘Q’ because the depositor 
has to pay for out-of-pocket expense, and 
I suggest further that he pay a minimum 
of two or three cents for each check, and 
maintenance costs.” 


Association Research 


Because it takes cognizance of trends 
in banking, the Report of the Research 
Committee of the Indiana Bankers Associ- 
ation is being called to your attention. 
The report is published in two parts. Part 
I is the diagnosis or observation of trends 
and changes over a twenty-year period. 
Part II is the treatment or cure for “‘earn- 
ings anemia” of banks in Indiana and is a 
detailed discussion of service charges. 

A study of the changes in loans and 
investments, reported in Part I, reveals 
that whereas loans used to be the major 
earning asset in Indiana banks, invest- 
ments now take first place. Moreover, 
overnment bond accounts have been by 
ar the largest part of the increase in 
security investments in both state and 
national banks. 

A study of the breakdown of loans shows 
that other loans, generally considered 
commercial loans, have declined to a new 
low—only 25 per cent of the 1929 figure 
and being far below the amount held in 
1916. On the other hand, real estate loans 
have increased until they make up a new 
high proportion of the total loans. 

Perhaps the most interesting section of 
Part II has to do with checking account 
service. The committee recommends 
strongly that selling prices include a 
legitimate profit over actual costs. The 
use of a composite or average rate for all 
items is not recommended, because the 
expense caused by some accounts are 
mainly for checks drawn ~ nn them, 
the highest cost items handled. 

The committee recommends that all 
accounts be subjected to the plan adopted 
and it should be enforced without any 
exceptions. “It may be,” the committee 
remarked, “that Part II of this report will 
be adopted in many places as a manual.” 

The research was carried through by 
Robert H. Myers, Chairman, and a com- 
mittee. Herman B. Wells, Dean of the 
School of Business Administration, acted 
as honorary chairman and rendered valuable 
advice, statistics and suggestions. 

This publication can be secured for 
seventy-five cents each (less for quantity pur- 
chases) by application to the office of the 
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EXCHANGE 
DEPRECIATION 


by Seymour E. Harris 

“One of the most constructive studies 
made in the field of economics for 
some time. It is thorough, and is well 
documented, and is so organized as 
to be equally valuable to the technical 
expert and the intelligent general 
reader.” — Bankers Magazine. $5.00 


TWENTY YEARS 
OF FEDERAL 
RESERVE POLICY 


by Seymour E. Harris 

“Contains a wealth of valuable de- 
tail, and is a most useful and com- 
plete record of the period and field 
which it purports to cover.” — Finan- 
cial Times (London). “The most 
complete and careful history [of the 
subject] that has yet been written.”” — 
American Economic Review. 2 volumes. 
$7.50 a set. 


HARVARD UNIVERSITY PRESS 
CAMBRIDGE, MASSACHUSETTS 
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Indiana Bankers Association, 810 Union 
Title Building, Indianapolis, Indiana. 


A. I. B. Convention 


The American Institute of Banking’s 
Thirty-fifth Annual Convention, June 7-11 
at St. Paul, Minnesota, promised to be 
interesting and highly educational, Secre- 
tary Richard W. Hill reported. 

Henry Verdelin, First Service Corpora- 
tion, Minneapolis, Minnesota, is the cur- 
rent President of the A. I. B., and actively 
assisted with arrangements in the conven- 
tion city. Frank R. Curda, of the City 
National Bank and Trust Company of 
Chicago and this year’s A. I. B. Vice- 
president, worked untiringly as chairman 
of the national program committee. By 
co-operating with Dr. Harold Stonier, 
National Educational Director, a_ well 
balanced program was organized. 
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Two outstanding banking men on 
schedule for the June 8 general sessions 
were William McC. Martin, President of 
the Federal Reserve Bank of St. Louis, 
and Tom K. Smith, President of the 
American Bankers Association. The clos- 
ing session’s principal speaker was Right 
Reverend James E. Freeman, Bishop of 
Washington, of the Cathedral jof Saint 
Peter and Saint Paul, Washington, D. C. 

Departmental conferences, daily fea- 
tures of the convention, drew such speakers 
as Daniel F. O’Meara, Assistant Vice- 
president of The Public National Bank 
and Trust Company of New York; W. F. 
Gabriel, Assistant Vice-president of the 
Wells Fargo Bank and Union Trust Com- 
pany of San Francisco; E. L. Baline, Jr., 
Vice-president of The Peoples Bank and 
Trust Company of Seattle; and Robert J. 
Izant, Vice-president of the Central Na- 
tional Bank of Cleveland. 














| employee dishonesty. 


within their organization. 








- MOST EMPLOYEES 


ARE HONEST | 


| OST employees of banks and financial institutions 
| are honest. But frequently driven by some real 
or fancied need of money, a “trusted” employee be- / 

i comes a defaulter overnight. More than $200,000,000 : 
| 

| 


Seizure of the offender is little consolation to employers | 
after their cash assets or securities have been misappro- | 
priated. And because intent of theft or embezzlement | 
| is a hidden motive of the individual employee, officials 
i are powerless to predict the time or the frequency of 
these unexpected and recurring acts of dishonesty | 











during 1936 was the loss to institutions through 


problem is in adequate fidelity coverage through the 


“Bankers Blanket Bond” of an experienced and finan- 


| by employee dishonesty. 


COMPANY 


i Organized 1884 











The logical solution of this urgent administrative 


Have our nearest representative, or your own broker, check 


AMERICAN SURETY NEW YORK CASUALTY 


\| 

| 

| | 
| cially strong surety underwriter. It protects against, | 
| and releases officials from constant fear of, loss caused | 


i to make sure that your bond offers adequate protection for 
the needs of your institution. He can give you essential 
details about Fidelity and Bankers Blanket Bonds. 


COMPANY 


Organized 1890 


Branch Offices in principal cities 


Both Companies write Fidelity, Forgery and Surety Bonds and Casualty Insurance 
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HOME OFFICES: 100 BROADWAY, NEW YORK | 
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Public speaking and debating contests 
were prominently on the program. Public 
speaking contestants spoke on the subject, 
“Is the decline in the proportion of com- 
mercial loans to deposits a permanent 
condition, and why?” Winners were to 
receive cash prizes totaling $1,100, avail- 
able through the A. P. Giannini Endow- 
ment. Debaters sought national honors 
and the John S. Puelicher trophy. 


Special Checking Service 


Special checking service without mini- 
mum balance requirement is now available 
at fifty-two offices of Manufacturers Trust 
Company, New York. Nine offices have 
— with that service since October 1, 
1936. 

“The results obtained at the first nine 
offices have convinced the bank that there 
is widespread demand for such accommoda- 
tions,”” an announcement said, ‘‘as there 
are many people who prefer to pay a fixed 
charge for every check issued rather than 
maintain a minimum balance.” 


Two New Books 


First, ““The Purchase of Common Stocks 
as Trust Investments.” This book is a 
thorough consideration of common stocks 
as a form of investment for trusts. Con- 
tents include an historical review, complete 
citations of source material, and comments 
by eminent authorities. 

The author is C. Alison Scully, Vice- 
president in or > of the Trust Depart- 

e Manhattan Company, 
New York. 

“The program of the trustee,’’ Mr. Scully 
writes, “should be an investment program 
in the true sense of the word, based on 
experience and looking ahead for its ful- 
fillment to a period of years, not days or 
weeks. The trustee, in purchasing com- 
mon stock, is buying for as nearly perma- 
nent investment as any investment under 
modern conditions can be.” (MacMillan 
Co., New York, $1.) 

Second book, “Showmanship in Busi- 
ness.” There is scarcely an idea in this 
book that might not somehow be twisted 
about to apply profitably to any business, 
if the reader will dig deep enough to under- 
stand the principles involved. ‘These 
principles,” the book says, “display them- 
selves in an infinite number of fantastic 
ways, but they are all intended to appeal 
to the same fundamental emotions.” 

Kenneth M. Goode and M. Zenn Kauf- 
man, the authors, believe that any busi- 
ness man can achieve reasonable fame as a 
showman. (Harper and Brothers, New 
York, $2.75.) 


Outlook for Thrift 


Mutual savings bank executives and 
trustees from all parts of the country met 
in New York to consider the outlook for 
thrift. It was the association’s annual 
convention. Henry R. Kinsey, President 
of the Williamsburgh Savings Bank, 
Brooklyn, New York, is President of the 
association for the ensuing year. Other 
officers are Fred F. Lawrence, Treasurer, 
Maine Savings Bank, Portland, Vice- 
president; Walter E. Hallett, Vice-presi- 
dent, The Bank for Savings, New York, 
Treasurer; and John W. Sandstedt, Execu- 
tive Secretary. 

“We are well along the road toward 
abundance and the open door to saving and 
a balanced economic life,” said Mr. Kinsey 
in acknowledging his election. Although 
he sounded a note of warning about 
Federal credit, he added, ‘The present 
scale of living, the opportunities to work 
and achieve financial independence are 
improving every day.” 
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Salinas, California, locale of this article, is a business community with many salaried people. 


In the foreground, at the left, is the author’s bank 


Installment (LOANS 


How one bank has developed the idea of an installment loan 


portfolio... with paper varying from personal and automobile 
loans of short maturities to mortgages with long maturities 


N these days of low interest rates 

and slack commercial demand for 

loans, many a banker looks long- 
ingly on the installment loan field as 
offering a way out. But, in many 
instances, that is as far as he gets, 
for he doubts that installment loans 
possess the liquidity that ought to 
obtain in a commercial bank invest- 
ment. I suspect that this attitude 
rises from a confusion of terms. 
_ Because installment loans to the 
individual borrower, whether secured 
by automobiles, the endorsement of 
co-makers, or real estate, are ‘‘loans’”’ 
there is a tendency to think of them 
in the same terms as advances of a 
self-liquidating nature made to busi- 
ness men. The ideal of the latter is, 
of course, the trade acceptance and it 
would be absurd to suggest that 
installment loans even approach this 
ideal from the standpoint of liquidity. 
They do not and, in the nature of 
things, they cannot. 

But, if installment loans are com- 


by 
A. C. HUGHES 


President, Monterey County Trust and Savings 
Bank, Salinas, California 


pared with a general bond account 
they appear in a different light. Taken 
as a whole, a general bond account is 
a medium-to-long-term investment 
and, taken as whole, that is also true 
of a broad installment loan portfolio. 


ONTAINING automobile loans due 

in monthlyinstallments overa period 
of perhaps eighteen months; household 
appliance loans with a_ thirty-month 
span; loans secured by the endorse- 
ments of co-makers or by chattel 
collateral with a span of a year to 
eighteen months and real estate mort- 
gages maturing by amortization over 
a period of as long as twenty years, 
such a portfolio will bring a steady 
flow of cash into the bank after it has 
been operative for a period of years. 


Taken piece by piece an installment 
loan portfolio may appear anything 
but liquid, but taken as a whole, its 
fluid character is really remarkable, 
as an examination of the results we 
obtained last year shows. For every 
dollar of this class of loan outstanding 
with us on January 1, 1936, eighty-five 
cents was paid back during the year. 
This is brought out in the table show- 
ing our loan turnover by classes of 
paper in the bank. These figures 
should be qualified a little, because in 
some instances renewals are classed as 
payments and as a result our ratio of 
repayments might not have been so 
high, if, at the beginning of the year, 
we had decided to refrain from making 
all loans. However, so far as the 
installment loan group is concerned, 
we could certainly have liquidated 
seventy-five cents out of every dollar 
of gross at the beginning of the year 
through the normal run-off of the 
business, if some cataclysm had de- 
veloped that forced us to convert 
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everything in the bank into cash as 
quickly as possible. 

It goes without saying that a bond 
account, unless 75 per cent of its 
maturities were for one year or less, 
would not have shown up so well 
as a result of factors inherent in it. 
Bonds might have been sold to bring 
the percentage of liquidations up, 
but if we were in such a jam that we 
had to run to the storm cellar it is 
probable that other banks would be 
similarly situated with the certain 
consequence that sales, in at least 
some cases, would have shown losses. 

I am not, of course, trying to sug- 
gest that a general bond account is an 
evil thing for a country bank to own. 
To the contrary, it has very real 





advantages, but from the standpoint 
of fundamental liquidity, it stands 
somewhere behind an installment loan 
account, if the latter is properly 
diversified as between the types of 
collateral available and the over-all 
maturities. It takes time to build 
such an account. For, the even in- 
flow of maturing obligations presup- 
poses that loans have been made with 
similar regularity. After one year of 
operation, it is doubtful, if a bank, 
lending on all types of installment 
paper, could have equaled our 1936 
record of repayments which was the 
result of a long period of gradual 
accumulation. We started taking 
real estate mortgages many years ago 
and automobile loans as far back as 
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Percentage Tabulation of Loan and Discount 
Turnover for 1936 
(January 1, 1936, taken as 100%, for each class of paper) 
Outstanding % Paid Off % of January Loans” 
GROUP I— Class of Paper 11/38 Prout pearing 1938, 12/31/36" 
Commercial Paper....... 100 150 170 120 
Acceptances............ 100 633 800 267 
Average for Group..... 100 177 206 129 
GROUP II— 
Unsecured Loans........ 100 138 157 119 
Collateral Loans......... 100 271 288 117 
Average for Group..... 100 182 200 118 
GROUP III— 
Automobile Loans....... 100 144 181 137 
Personal, Title I of FHA, 
ee: oe 100 132 276 244 
Real Estate, Title II, FHA, 
eee 100 66 80 144 
Average for Group..... 100 85 110 125 
Estimated Expense Account for a 
$100,000 Loan Load 
oe ais eee gra ward tee olan area ae a ee $9,000 
Expenses: 
fn aes, | Ds Jal ds aleuine oka dae een $2,000 
te he Be ee ed eee 250 
Deak a othe Balas a! aly eal 30 
rr rr ee 100 
Es Le Ge wa G Wine ac eee ow bees 10 
I See a Ss ea ea new ae ek 300 
Losses and Collection Costs................ 300 $2,990 
RE TE ee Ore ee $6,010 
EE re ee ee 1,000 
Net Earnings After All Expense and Reserves.............. 5,010 














1930, which makes our portfolio re- 
sistant to the humps that are bound 
to crop out in such lending. 


HE demand for one class of credit 

is likely to exceed that for others. 
Left to itself this tendency is likely to 
throw the account off balance by load- 
ing too heavily in some maturities at 
the expense of others. This can be 
offset only by experience and by lay- 
ing special stress in advertising and 
other promotional activities on those 
types of loans that are needed most. 
In our own case, the installment loan 
account at the beginning of 1936 was 
nearly 75 per cent in the real estate 
loan classification, but by the end of 
the year had dropped to under 70 per 
cent. This was largely due to our 
promotion of personal loans and it 
should have the effect of making our 
turnover for the current year higher 
than it was a year ago. For obvious 
reasons real estate loans turn over 
much slower than do those secured in 
other ways. This fact is brought out 
graphically in the tabulation, which 
indicates the real estate turnover at 
one-half or less of the other two 
loan types. Presumably had all three 
types been growing at the same rate, 
automobile loans would have turned 
over three to four times the real estate 
rate. 

Another factor that the tabulation 
brings out is the essentially flexible 
nature of an installment loan account, 
which again indicates comparability 
of a portfolio of this sort to a general 
bond account. One of the advantages 
of bond investment is that funds thus 
employed can be converted into cash 
without disturbing local credit chan- 
nels and installment loans can be 
managed in much the same way. 
Last year, for example, our unsecured 
loans showed an increase of about 
19 per cent and collateral loans moved 
up about 17 per cent. To a degree, 
our efforts in behalf of these accounts 
were similar. We wanted loans, but 
we were limited in getting them by the 
limitations of the community. How- 
ever, in the case of the first two group- 
ings of installment loans we _ were 
able to stimulate demand beyond our 
normal elsewhere. In the case of 
personal and other similar loans, this 
was made easy by the fact that the 
business was to an extent a novelty 
with us and hence was naturally 
subject to perhaps abnormal growth, 
but that does not apply with any 
particular force to automobile paper. 
The increase there, approximating 


twice that of unsecured loans, was 
due to salesmanship on our palt. 
From that we should assume that, if, 
for any reason, we wanted to cul 
down our takings of automobile papel, 
we could accomplish our end by relax- 
ing our efforts. 


All things considered 
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this is not very different from bond 
account practice. In periods when 
deposits are rising and the loan de- 
mand from commercial channels is 
inclined to sag, bonds are bought. 
When the reverse is true, bonds are 
sold in order that the local business 
structure may remain undisturbed in 
its demands for bank credit. 

The assumption that installment 
loans can be controlled on both the up 
and the downside of a deposit swing 
without at the same time winning for 
the bank the reputation of not loaning 
must remain somewhat conjectural 
with us, for we have never, in recent 
years been forced to put a curtailment 
program into force. But it is logical 
to suppose that it could be done 
without the public’s realizing it and 
without bringing on a local deflation 
such as would result from the refusal 
of needed credits to business. Cer- 
tainly, if our advertising is bringing 
in any business, and we think that it 
is, cutting out our advertising would 
cut our loan applications. Similarly, 
slightly tighter requirements here and 
there would sheer off some loans and, 
incidentally, in a downward deposit 
swing tighter loan requirements are 
obviously good banking, which in turn 
is good for the community. Loans 
which are satisfactory in a period of 
rising deposits and employment would 
be quite the opposite when deposits 
and employment were entering a 
decline. 


TP to this point, I have purposely 
omitted any reference to the earn- 
ing power of installment loans, for it is 
quite plain that if these loans are 
good only because they are profitable, 
they are not really good at all. Hence, 
I have tried to show their value from 
other angles first. However, their 
profit possibilities are not the least 
of their virtues. So far as we are 
concerned, I think it is fair to say that 
during the past three years they have 
represented the difference between 
breaking even and the relative pros- 
perity that has been ours. Taking 
last year as an example, our deposits 
advanced very rapidly, but neverthe- 
less our condensed statement of condi- 
lion showed loans and _ discounts, 
which included installment loans, at 
99.6 per cent of deposits on December 
31 as against 54.3 per cent the previous 
January 1. A gain like that of only 
1.3 per cent is not one calculated to 
cheer us very much, so far as anything 
on the surface shows. But on analysis 
and eliminating the installment loans 
rom the bank, we found that without 
them our loan ratio would have been 
much nearer 40 per cent than 50 per 
cent of deposits both at the beginning 
and the end of 1936 and, more than 
that, during the year it actually 
Showed a decline of (See page 22) 
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President Hughes, seated, and Cashier A. P. Overhouse, standing, photographed as they 
worked out some figures on installment loan turnover and expense 
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Installment loans is a retail business and requires a specialized set-up. The photo shows 
only one section devoted to the work, and only a part of the staff 

















Hours Free From Worry 


wb he has pl 








and Traders Trust Company. 


d for their future! 


FORTUNATE ip the man who has mule definite plans with » trust 
intstution for the mamngement of his estate. For he is tree to engoy 
thome clelaghtful, rotimate hours with tues family, secure is the kaso td 
ealge chat thew future welfare will wot be endangered by lek of 
efixient cetate admmesstzation HW he has desegmated the Maria turers 
anak Traders Toust Company as wester, and discuswd the wanage- 
ment with them, he Rawws there will be a museum shrivkege of 
the exase from federal and state taxation. He is confident, lex sure 
J, ed thin imtitunon's exiviable recon! of succcosful estare adminestes 
tion, that hes plans hove been ypven the benefit of the kia af sound 
beminess advice thet combd only result from the years of expemencs 
of owe trast fliers. It you are cousidering the choice of trustees 
for your estate, cure of ont officers will weloome the oppurtasny to 
potat out the advantages af the Monulo noes 


Manufacturers and Traders Trust Company 


BUPPALO, N.Y. 
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The three advertisements in this group 
bear out the point that there is as 
much human interest in banking as 
there is in any other industry 
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Human Interest in 
Bank ADVERTISING 


Human interest advertising may not always 


suit bank requirements... . but today 


it is 


more widely accepted and used with greater 
effectiveness by banks than ever before 


by 


MERRILL ANDERSON 


The Merrill Anderson Company (Advertising) 
New York City 


UMAN interest is again per- 
H mitted and respected in the 

tone and approach of bank 
advertising —and, as usual, wins the 
public. 

Not that every bank should indulge. 
There are many situations where 
quick, blunt facts, presented in the 
briefest possible compass, make for 
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Nine heads are better than one 


Me Joba Rewdl hed discovered 
that the facts and opimons of many 
trained men were collected as a guide 
to the investment of his trust fumds. 
“tat where,” be asked, “dows the final 
decision on investment matters rest! 


The Trust Ctliver explamed to Mr 
Reid the workings of the Bank's Trt 
Commiznce This committoe, he said, 
comprises mine members, three of 
whom ore viticers of the Bank The 
remaining sit are members of the 
Raard of Director. OF the ux diree- 
tors, two are well-knewn Crustees, 
one ix the presidem of o savings 
hank, one © promincat attorney. The 
temaining (We are manufacturers. 
with « wide knowledge of busines 
aud jnductrial conditions. None of 
them t& engaged im the busness of 
miling securities 

Mr. Reid koew most of these 

men by evpatation. tt pleased 

him to learn chat his funds 

were being invested under 

these stapes iano 


The Teast” Officer 
chat impartio 
of securities 
Hank was p 
selling securities of any sort. to its 


alw informed him 





Own trust accounts 


The Trust Committee, he was in 
formed, makes up the Approved List 
of securities, from which ali invest- 
ments for trust fwards are selected, 
aud must approve gay changes in that 
hat. Furthermore, at each meeting, the 
committes is requested te approve or 
disapprove all purchases and sales 
made in any trast funds since the 
dave of the committee's last meeting. 
At regular intervals, this Trust Com- 
mittee also reviews the ecuritics in 
cach individual trust fund rm the hight 
of their xuitabiliey to the purpmes 
of the donor and the woods and re- 

quirements of the beneficiaries 


Upon request we shalt be glad to 


Tram Deparment wrves its clients 


neE NATIONAL 


Shawmut Bank 


4° WATER STREET - BOSTON 


CRM RAR ER COtronaTION 


OF MR JOuUN REID 























CURING 
A CRIPPLED HOUSE 


4 pt HAD lived in the same house for twelve years. 
And for twelve vears the whole family bad been telling 
each other that the roof line was ugly; that they must have 
a sun parlor—an extra bath room—a bigger garage. 

One day the head of the house saw an architect and a 
Morris Plav banker. Three months later they were so 
pleased with their “new™ home that they felt like inviting 
the world to come and see. 

Morris Plan long term eredit comes in many varieties— 
suitable for everything from decorating and re- = 


minting up to major operations on vour home. 
# e » 


MORRIS PLAN BANKERS ASSOCIATION 


800 East Masry Sracer. Recumnonw, Vimcixss 














more confidence and good will than 
copy of the human interest type. 

But generally speaking, one of the 
brightest spots of this recovery is the 
extent to which many conservative 
banks, without becoming mawkish or 
slapping the public on the back, have 
let humanity into their advertising. 
They are off the defensive, and they 
know it. No more need for replies to 
voiced or unvoiced charges, for in- 
volved phrases or words too recently 
out of the Latin. These banks are at 
one with their public, and can mingle 
as they will. 

Observant people like to remark to 
any advertising writer who devotes 
his attention to banks: ‘“‘But you 
must find bank advertising pretty dull 
and cold, compared to writing about 
motor cars and clothes, world tours 
and soaps, for national advertisers.” 


JF the rebuttal comes to your mind 

instantly, sharp and clear, as you 
read this, you have good reason to 
feel that any advertising which you 
create or direct for your bank will 
not want for the human touch nor, 
consequently, invite any such criticism. 

There is considerable excuse for 
writing according to a hackneyed 
formula in order to sell cars and 
soap, brassieres and motor trucks . - - 
and in fact, much of it is created s0 
automatically that given that thou- 
sandth-of-a-second glance, with which 
the precocious camera seems able to 
do its work nowadays, you ought to 
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THE NATIONAL CITY BANK 
OF NEW YORK 


Head Office: 55 Woll Street 
Te BRANCHES IN GREATER NEW YORK 
Boacaches. Militar ond Nations! Ciny Seung oes wary commanielly important city ia the world 
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a serch there pagien to cary sn the complicated duties of executur sad 
is one of the most fortunate. Fur she hax a wise trustee in x highly satislartury manner. We shall be 
father, Stites tes hes cian sb tack ie finale orl’ leaned if you will give de am apportunity te discus 
funure will be as free as possabte fren choubs. swith you our trast Rerviere 

How dict he de this? By establivhing, «ith the advice 
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be able to reel off the advertisement 
from start to finish, just on the 
strength of others you have read. 

But bank advertising? Trust adver- 
tising? If they become cold and 
bloodless, dried up and inhuman, then 
someone is selling his birthright with- 
out even bothering to collect the 
pottage. 

Bank advertising dull? When a 
subject touches on every vital human 
experience, provides an essential key 
for comfortable living! Trust adver- 
tising dull? When trust work takes 
dazed and bereaved individuals and 


leads them quietly from their bitterest 
days to sane and capable participa- 
tion in the life around them! The 
man or woman who can understand 
these matters and still make them 
dull, could teach a nightingale to talk 
like Eddie Cantor. 


LL you have to do to see how 

tightly banks are woven into the 
fabric of human living is to take 
almost any important phase in the 
individual career. Those that occur 
to me at random are birth, education, 
sickness or accident, courtship, mar- 


The advertisements reproduced on this page show how closely 


banking fits into people’s daily lives and careers. 
that do not include a use of money or bank service are few 


Activities 


riage, making a home, employment 
or establishment of a business, retire- 
ment, death. There is not one of 
these where savings, personal loans, 
checking accounts, mortgage loans, 
commercial loans or trust service do 
not normally play an important role. 
A few years ago one of the general 
magazines ran a vividly interesting 
short story in the form of telegrams 
and checks. The checks furnished 
most of the drama. More recently, 
in Cleveland, I ran across a savings 
pass book belonging to a young 
brother and sister. It went along for 
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® February, shortest month, is famous for its birthdays — for insrance, 
Washington's and Lincoln's. But there are brand-new February SS 
birthdays, too— 92,000 of them—which are extra important in the 
lives of 92,000 families. This month is seving the birth of 92,000 
Savings accounts* in the mutual savings banks of New York City, 
Kath accountwwill belp some family get the things it wants. 

At the Bowery Savings Bank alone we will officiate at the bitth of anew 
atcount every minute and fifty seconds of cach besiness day: 
busy?” you ask. Yes--bur not more than usual at this bank, During 
the last 100 years, we have learned vo expect thousands of new birth- 


days each month—to say nothing of teas of thousands of anniversaries. 


Come to the Bowery this month. Launch a new account on a Jong 
constructive life. Or help your accounr grow up. Short though it is, 
February can be @ good month for you if you save. 


4 em Nason avons to Sire Vow ween 


BOWERY SAVINGS BANK 


A MUTUAL INSTITUTION CHARTERED IN 1854 TO SERVE THOSE WHO SAVE 
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years with uninterrupted deposits. 
Then there was one sizable withdrawal. 
The answer: they had bought a new 
cow for their grandmother in Switzer- 
land, to replace the one that had died. 

But there is no excuse for recounting 
any more of these: you have them 
by the thousand in your own bank. 
Does your advertising show an aware- 
ness of that fact? 

If there is an advertising writer 
who has no wife, or husband, no 
children, and has never been in love; 
if he has never worked in a bank or 
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talked with bankers of their work; if 
he has no notion of what people save 
money for, or what happens after a 
loan is made; if executor and trustee 
to him are mere cogs in the economic 
wheel, mere glorified porters who 
come in and sweep up documents 
after a member of the community 
passes to his rest, then he could write 
dully on these themes. But other- 
wise, your main problem should be 
to keep the human side of banking 
within the seemly bounds of sincerity 
and dignity. What is sincere and 


dignified for one bank would be risky 
for another, partly because one com- 
munity is more skeptical and sophisti- 
cated than another. But I doubt if 
the American city has ever lived which 
had no room for human interest in 
its bank advertising. 

Illustrations are coming to the fore 
again, and are less formalized and 
chilly. Copy has a more confident 
swing. Names are sometimes men- 


tioned, names of customers past and 
present, when circumstances are such 
that 


it can be done (See page 30) 
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A minute's study will show the human interest appeal in each of the bank advertisements above. The banks signing these advertisements 
are: Top row, left to right, The Citizens & Southern National Bank, Atlanta, Georgia; Society for Savings in the City of Cleveland; Wachovia 
Bank & Trust Company, Winston-Salem, North Carolina. Center row, Onondaga County Savings Bank, Syracuse, New York; Bank of America, 
San Francisco, California; First National Bank of Glens Falls, Glens Falls, New York. Bottom row, State-Planters Bank & Trust Company, 
Richmond, Virginia; Equitable Trust Company, Wilmington, Delaware; The Royal Bank ef Canada, Montreal, Quebec 
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WASHINGTON ..... 


The Federal Deposit Insurance Corporation’s seven-point 
banking program...The current trend in farm land prices 
and mortgage recordings...The growing small coin demand 


by 
HENRY D. RALPH 


Washington Correspondent, The Burroughs Clearing House 


Bank Legislation 


No new banking legislation is desired by the adminis- 
tration this year, but there are a large number of bills before 
Congress which, if passed, would affect the banking system 
in one way or another, including several desired by the so- 
called inflation block such as the creation of a Federal 
monetary authority. 

At present the most formidable measure is one spon- 
sored by a group of 126 members of Congress headed by 
Representative Wright Patman of Texas under which the 
Treasury would secure complete ownership of the twelve 
Federal Reserve banks by purchasing the stock now held 
by the 7,000 member banks. Under this proposal all 
14,000 banks within the Federal Deposit Insurance system 
would have access to the Reserve banks for discount and 
other privileges, and all Federal bank examinations would be 
made without charge to the banks. So far the Patman 


group has made little headway with its proposal but during 
the past three years its leaders have been responsible for 
putting through several pieces of legislation not desired by 
the administration. 

Another bill which may receive some attention is 
sponsored by Senator William G. McAdoo of California 
and would prevent any corporation from holding more than 
10 per cent of stock of any bank which is a member of the 
Federal Reserve System. Senator James F. Byrnes of 
South Carolina has introduced a bill to change the method 
of assessing bank deposits for premiums for the Federal 
Deposit Insurance Corporation by exempting funds de- 
posited for the account of another insured bank. The 
FDIC is opposing legislation of this sort. 


Trust Company Legislation 


Banks which act as trustees under corporate trust in- 
dentures would be subject to drastic regulations under the 
terms of a bill sponsored by the Securities and Exchange 
Commission and introduced by Senator Alben W. Barkley 
of Kentucky. The bill is the outgrowth of a study the SEC 
has been making for two years of the activities of protective 
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and reorganization committees, and its general outlines 
were recommended by the commission in the section of its 
report dealing with corporate trustees issued last summer 
in which banks were severely criticized for failing to take 
a sufficiently active part in the conduct of the business for 
which they were acting as trustees for bondholders. 

The Barkley bill deals more with the issuance of secur- 
ities than with reorganization after default and is of par- 
ticular interest to banks which act as trustees under inden- 
tures. The SEC reported that as of December 31, 1935, 
national banks alone were acting as trustees for outstanding 
notes and bond issues of over $11,000,000,000 and estimated 
that trust companies are acting as trustees for more than 
three times this amount of securities. The principal points 
of the bill are that the SEC would have authority to pass 
upon indentures under which bonds and debentures are 
issued and the qualifications and requirements set up for 
banks and other institutions active as corporate trustees. 
In passing on such an issue the SEC would require a show- 
ing that the trustee has no relation or connection with the 
issuer or underwriter or any other interest of his own which 
might conflict materially with the interests of the bond- 
holders. To secure approval the indenture would have to 
provide that the trustee assume certain duties for the pro- 
tection of the bondholders in order to safeguard their 
interests, particularly in situations where default appears 
imminent or after default has occurred and reorganization 
proceedings have been started. The present practice of 
relieving the trustees of all liability would be prohibited. 
The SEC would pass on the form of indenture and qualifica- 
tions of the trustees, but after that its responsibility would 








Small Coin Demand 


A shortage of small coins threatens unless the 
United States Mints obtain appropriations permit- 
ting extra shifts. The mints are now faced with an 
unprecedented demand for coins and orders have 
been growing for several months. Last March Mrs. 
Nellie Tayloe Ross, director of the Bureau of the 
Mint, asked Congress for a special appropriation to 
permit her to speed up operations, but members of 
the appropriations committee were of the opinion 
that the demand would fall off and declined to ap- 
prove her request. 

Mrs. Ross testified that the increase in the price 
of copper and the additional work imposed on the 
Mint in assaying the Treasury’s large purchases of 
gold have so depleted the operating fund that the 
mints are unable to turn out coins fast enough to 
fill orders of the Federal Reserve banks. 

During the first eight months of this fiscal year, 
80 per cent more coin was ordered from the mint 
than in the same period last year, and 35 per cent 
more than in the entire 12 months. During the first 
three months of 1937, twelve and a half million more 
coins were sent out than in the same period last year. 
Orders during March were four and a half times as 
large as orders during February. 

Mrs. Ross said she was unable to explain the un- 
precedented demand for coins, but that the mints 
have always been heavily taxed at the end of every 
depression. She said that part of the current 
demand may be due to state sales taxes and part to 
the fact that fewer people may be paying their bills 
with checks, but believed that the bulk of the de- 
mand was caused by increasing business activities. 
The volume of coins of less than $1 denomination in 
circulation has now reached an all time high. 




















THE BURROUGHS CLEARING HOUSE—June, 1937 


be ended and the bondholders would have to see to it that 
the terms of the indenture contracts are lived up to. 


Federal Reserve Statistics 


More complete information on commercial lending 
activities of Federal Reserve member banks will be avail- 
able as the result of changes made in the form of the weekly 
condition report issued by the Board. The new report now 
gives the exact total of commercial loans made each week 
and greater detail of other items. 

The report now shows wherever possible the purpose for 
which money is borrowed rather than whether or not such 
loans are secured or unsecured. Commercial, industrial, 
and agricultural loans are grouped under a new heading 
which includes all business loans to individuals, including 
farmers, and to partnerships and corporations, but which 
does not include paper purchased in the open markets and 
loans secured by real estate. The new grouping includes 
loans to business secured by stocks and bonds previously 
classed as loans on securities to others than brokers, and also 
includes loans to finance capital expenditures as well as 
loans for current operations, and direct loans to finance 
companies. Finance company paper purchased in the open 
market will not be included under this heading but will be 
reported as open market paper. 

Another new item in the revised weekly report covers 
open market paper, which includes all bankers’ acceptances 
and all commercial, financial and other paper bought in the 
open market, including the banks’ own acceptances pur- 
chased or discounted by themselves. All loans made for 
the purpose of purchasing or carrying stocks, bonds, or 
other securities are now listed in a separate classification 
which includes all loans for this purpose made to others than 
brokers and dealers in securities. Loans to brokers are con- 
tinued as a separate item. Until this change was made the 
item “‘all other loans’’ included most commercial loans, but 
now this item covers only secured or unsecured loans not 
made for the purpose of purchasing securities and not made 
for commercial, industrial or agricultural enterprises, and 
does not include open market paper or real estate loans. 

The new form is expected to give a much better picture 
of the week-by-week activities of Reserve member banks and 
to give the Reserve Board a better check on current de- 
mands for commercial credit and of the part that bank 
credit plays in stock market operations. 


FDIC Statistics 


Trends of the nation’s banking during 1936 are revealed 
by statistics published by the Federal Deposit Insurance 
Corporation as the result of its December 31 bank call. 
Total deposits of all insured commercial banks amounted 
to more than $49,000,000,000 on December 31, 1936, an 
increase during the year of $5,000,000,000 or 12 per cent. 
Demand deposits increased by $3,300,000,000 or 16 per 
cent and time deposits increased by $1,000,000,000 or 7 
per cent. The total capital account of all banks increased 
by only 2 per cent, and its ratio to total assets was reduced 
from 12.2 to 11.4 as compared with December 31, 1935, and 
in proportion to deposits the percentage fell from 14.1 to 
13.0 during the year. 


Government Insurance 


The government is planning to set up its own insurance 
fund to cover losses incurred in the shipment of currency 
and securities to banks and between its agencies. At 
present the government is paying about $200,000 annually 
to insurance companies to cover such shipments, but during 
the last 15 years losses have amounted to about $200,000 
altogether but much of this was recovered through the 
operations of the Secret Service and other government 
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agencies. In view of this, Treasury officials believe that the 
government will save money through self-insurance, and 
have asked legislation to set up an insurance fund of 
$500,000 to be increased by $200,000 annually until the 
fund reaches $2,500,000. 


Social Security Numbers 


Banks are warned by the Social Security Board not to 
accept social security account cards as positive identifica- 
tion of individuals. The board has already received a 
number of complaints from banks that have cashed bad 
checks or were defrauded because they relied on social 
security numbers for identification. In some cases cards 
were found to be counterfeit. The board has in its files 
considerable information about each of the more than 
35,000,000 persons registered with it and who have been 
given social security numbers, but it considers this informa- 
tion to be confidential and refuses to disclose it to banks, 
police officers, or any other persons. Bills have been intro- 
duced in Congress to require the board to give this informa- 
tion to police officers on proper request, but the board 
opposes such legislation on the ground that the operation 
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of its old-age pension system will be hampered unless its 
files are kept strictly confidential. 


Farm Credit 


Farm land values and farm mortgage lending are 
rapidly approaching normal and healthy conditions, ac- 
cording to statistics of the Farm Credit Administration and 
the Bureau of Agricultural Economics. The index of farm 
real estate value now stands at 85 per cent of the 1912 to 
1914 level, as against 82 per cent a year ago and 73 per cent 
on March 1, 1933. This is an increase of 16 per cent in 
farm values since the bottom of the depression. The South 
Atlantic states showed the largest increase during the year 
and the West North Central region, which was hit by the 
drought, showed no increase at all. 

Commenting on these figures, the Secretary of Agricul- 
ture, Henry A. Wallace, warned against speculative in- 
creases in farm land prices and said there is no evidence of a 
disastrous speculative boom getting started except possibly 
in some of the tobacco states, and that land values are 
recovering in a sensible and conservative fashion. He urged 
farmers to base their land value on capitalized (See page 18) 








The Federal Deposit Insurance Corporation is deter- 
mined to play an increasingly active role in supervising and 
stabilizing the nation’s banks, and offers a very definite 
program. This program was set forth in detail and with 
considerable force in a series of speeches made through the 
South during May by Chairman Leo P. Crowley. Mr. 
Crowley laid down seven points in the FDIC’s program. 


1. Chartering Banks. The corporation wants to keep 
down the number of banks and is asking state super- 
visors to exercise rigid control in granting new charters. 
Anticipating increased pressure as business improves, the 
FDIC is determined to approve for insurance only new 
| banks that can be justified on the basis of earning pros- 
pects, that are adequately capitalized, and that are man- 
aged by men of proven ability. Modern conditions, 
including modern transportation, have made it unneces- 
sary for every community to have a bank, and have brought 
a realization that many towns cannot support banks. 
Many communities today are seriously overbanked, and 
there should be an orderly recession in the number of 
banks in the country. It is not the intention of the FDIC 
to deprive a deserving community of banking facilities, 
but rather to insist that proposed banks must prove that 
the chances for successful operation are heavily in the 
bank’s favor. 


2. Merging Banks. Where a bank has no prospect of 
developing sufficient business to permit profitable opera- 
tion it should be merged with one or more neighboring 
institutions. Pride of independent local ownership should 
be subordinated to the best interests of both depositors 
and stockholders, and those interests can best be served 
in a majority of cases by consolidation of bank facilities. 
The FDIC has already been instrumental in a large num- 
ber of bank mergers and consolidations. 


3. Bank Capitalization. Banks must be required to 
maintain adequate capital in order to absorb unfavorable 
fluctuations in the values of assets. An ominous trend in 
banking is the steady decrease in the ratio of capital funds 
to either assets or liabilities, and the FDIC will do every- 
thing in its power to remedy capital deficiencies where 
they exist and to insist upon building up and maintain- 








Seven-Point Program of Federal Deposit Insurance Corporation 


ing an adequate ratio of net sound capital to net sound 
assets in every insured bank. The FDIC does not look with 
favor on the efforts now being made by many banks to 
retire their preferred stock and is determined to discourage 
any reduction in a bank’s existing capital structure until 
the management of that bank has demonstrated not only 
its willingness but its ability to build and to maintain an 
adequate capitalization without outside help. 


4. Dividend Policy. Dividends should not be paid 
until losses have been charged off and adequate additions 
made to capital. Current earnings should be considered 
a windfall and reserved as corporate savings against the 
possibility of a depreciation in assets. Depreciation should 
be taken regularly and losses charged off as they occur. 
If there is to be any error it should be on the side of con- 
servatism. 


5. Investment Policy. Speculative investment in low 
grade bonds is anything but legitimate and is a potential 
danger to steady banking recovery. If the demand for 
banking credit in commercial and industrial channels 
increases substantially, bond prices will be likely to react 
unfavorably. The way to rebuild bank capital and to pay 
dividends is out of operating earnings and not through 
fair-weather profits of speculation. 


6. State Banking Codes. States should develop a 
uniform banking code to replace the present diversity of 
controlling legislation. This will give state banks the 
benefit of a unified working basis without endangering the 
future of the present banking system. 


7. State Regulation of other Lending Institutions. 
The FDIC is much concerned over the mushroom growth 
of various types of thrift and credit institutions outside 
the commercial banking structure. States should place 
building and loan associations, credit unions, personal 
finance companies, and other types of lending institutions 
under the same strict regulations that apply to banks. 


The object of this program, Chairman Crowley said in 
his series of speeches, is to make sure that the record of 
bank failures in this country is not continued and to lay 
the basis for the continued success of deposit insurance, 
and for the future of the banking system as a whole. 
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Protection Against 
DisHonesty Losses 


by 
B. A. BRANNEN 


Assistant Auditor, Harris Trust and Savings Bank, 
Chicago, Illinois 





A practical article that discusses some of 
the most important points of bond and 
insurance coverage... and that provides 
a basis for making a check of the bank’s 


protection under the policies it carries 


HE saddest words which apply run down the amount. Could you 
to the whole field of insuring send over a man to help us out?” The 
against dishonesty of officers, answer is, of course, ““Why, we'll 

employees, and outsiders, are found in have a couple of our best men over 
the familiar statement, “‘Nobody reads__ there by this afternoon. Is there any- 
an insurance bond or policy.” If a_ thing else we can do to help out?” 
banker —or, for that matter, an officer In a proportionately small number 
of a mutual savings bank or of a_ of cases, but involving too many 
building and loan association—knows institutions and too many thousands 
precisely what he is insured against in of dollars annually, when the loss has 
his blanket bond, and knows the _ been checked out to the final penny 
hazards to which he is subject, then and the necessary adjustments worked 
he can form a sound judgment as to out, it develops that there is some 
whether he is adequately covered. hitch in the insurance. The bond or 

The only two difficulties in the way policy which the institution has been 

of this ideal state of affairs are: carrying for all these years turns out 

1. He probably does not read his bond, not to cover the particular type of 

and almost surely lacks the legal and loss it has suffered, or it may be for 

technical insurance background to an amount less than the loss. Then 
understand precisely what it means. there is nothing to be done except to 

2. He cannot of his own experience have the new bond or policy written to 

and imagination conjure up all of the cover—which is known as _ locking 

risks to which he is subject and against 
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the stable door after the horse is 
which he accordingly needs to be stolen. 
insured, since the ingenuity of the 
crooks of this world far surpasses GOOD many such experiences come 
anything he is likely to think of. about because the banker bought 
Every officer in the auditing side of 


his bonding insurance from an insur- 
a large metropolitan bank has at one ance man who did not know this 
time or another had much the same particular phase of the subject. Many 
unpleasant message poured into hisear others—probably most —arise because 
by a country correspondent at the the directors of the institutions would 
other end of a long distance wire. It not, probably could not, purchase the 
runs about as follows: ‘‘We have a_ full program recommended to them — 
shortage in such-and-such a depart- and eliminated something: which ur- “Particularly since the FDIC has 
ment, and we just don’t know how to gently belonged in the coverage. This reason why you and we and every 
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hazard can be minimized by consulta- 
tion with some one who really knows 
the subject. Insurance is not one 
line of business, it is dozens of lines 
of business. The cashier of the Bird 
Center Bank would not consider him- 
self competent to advise a corporation 
president on financing a ten-million- 
dollar bond issue, nor the export 
manager of an international industry 
on the profitable management of his 
funds under restriction; these are 
questions, he recognizes, for specialists 
in investment banking and foreign 











banking. But this same cashier will 
turn to good old Charlie Hibbs, of the 
Bird Center Insurance Agency (a 
good fellow, Charlie, and a mighty 
valuable member of the bank’s board!) 
and expect him, with his experience 
of writing ordinary life and household 
fire and automobile liability policies, 
to do a competent, workmanlike job 
of covering the bank against any 
funny business that any of the staff 
may devise, as well as against the 
skilled depredations of the bank rob- 
bers and mail robbers and forgers of 
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been operative,”’ says the author, ‘“‘there is a selfish as well as an altruistic 
other bank should urgently desire to have all banks adequately insured”’ 
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the entire underworld. Mind you, we 
all know that Charlie is entitled to 
the bank’s insurance business in con- 
sideration of the many hours he spends 
unrecompensed for services as a di- 
rector and member of the examining 
committee. Moreover, Charlie is going 
to get this business, whether or not 
he knows a blanket bond from a mes- 
senger holdup rider. Nobody who has 
been around very much has any illu- 
sion that way. 

It would be well right here to dis- 
claim any intention to assert that all 
local insurance men are unfamiliar 
with bonding problems. The local 
man may really know his stuff. Or he 
may, either of his own initiative or on 
the banker’s suggestion, consult an 
expert somewhere higher up in the 
bonding organization which he repre- 
sents. Again, by no means every 
country banker is uninformed in the 
technicalities of bonding. One Hart- 
ford expert chuckles as he tells of 
being called to Northern New Hamp- 
shire to help a local agent advise a 
local banker. When he got there, he 
found that the banker knew practically 
as much about blanket bonds as he him- 
self, and it was this unexpected equip- 
ment of specialized knowledge which 
had made the general agent ask for a 
home office specialist to help him out. 


BUT the point is—be sure that some- 

where in your bonding picture there 
enters someone of integrity who is 
willing and competent to advise or 
make unquestionably sound decisions. 
Do not simply rely on the unwarranted 
assumption that the kind of insurance 
you have is the kind and amount you 
need. You can make sure of having 
the best available coverage for the 
money that your institution can pay. 
And the only additional cost for finding 
out about it is the time it takes you to 
get yourself in touch with people who 
can supply the information that you 
need to know. For there are, scat- 
tered about in strategic places, indi- 
viduals who are really expert in the 
art of covering a bank—or a savings 
bank or building and loan association 
—with insurance against dishonesty, 
criminal attacks, and assorted other 
hazards. 

One good place to turn is to the 
state bankers association. It may 
know a good deal about blanket bond- 
ing, it may know little but know where 
there is an expert who may be con- 
sulted —or it may know neither the 
facts nor the experts, in which event 
the secretary may usually be relied 
upon to confess his weakness. In 
some states the state association has 
been intimately concerned with work- 
ing out arrangements to afford its 
members adequate consulting help on 
insurance matters. 

Another good place to turn for 
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help is to your city correspondent 
bank. From my own selfish stand- 
point it is probably unwise to mention 
this because it will surely bring extra 
work to my desk and a harvest of 
maledictions from other men in com- 
parable situations in Reserve city 
banks. But there remains this in- 
escapable fact, that any large metro- 
politan bank of the type which 
handles country correspondent ac- 
counts has in its own insurance a set 
of problems sufficiently large and 
sufficiently complex so that some one 
man surely has the assignment of 
looking after it. He may not qualify 
as an expert; certainly I do not so 
qualify. But he has at least a working 
familiarity with the needs, with the 
risks, with the various kinds of policies 
and forms and riders and endorse- 
ments for meeting these needs and 
covering these risks. Moreover, it is 
ten to one that he has been up to his 
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knees in the insurance problems of 
half a dozen or half a hundred corre- 
spondent banks at one time or another, 
so that his experience is not entirely 
confined to insuring a bank with 
deposits in nine or ten figures. 


JF he has been at it long enough and 

intimately enough, he will probably 
recognize that the subject is too 
technical for him to advise on. All 
right, he is in touch with brokers and 
other experts who call upon him and 
handle his business. Moreover, in 
almost any city with large banks there 
are regional branches or other divi- 
sions of the insurance companies set 
up not for direct selling to customers 
but for service to agents—these out- 
fits usually have some rather high- 
powered experts available to give 
service to folks who ask for it. The 
insurance manager of the city bank 
can get a country banker in touch with 
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this type of counsel, and is ordinarily 
glad to do so. 

Particularly since the FDIC has 
been operative, there is a selfish as 
well as an altruistic reason why you 
and we and every other bank should 
urgently desire to have all banks 
adequately insured. The figures for 
the past few months have not come 
to my attention, but of the first seven- 
teen banks which closed under the 
FDIC, eleven did not have adequate 
protection against embezzlement which 
was the final cause of closing the banks. 
Every time the FDIC pays such a loss, 
it increases the potential cost of this 
deposit insurance to every remaining 
bank. Which means that the bank 
which carries adequate blanket bond 
coverage is not only paying for its 
own protection but is also, through 
its FDIC assessements, paying for 
similar coverage in banks which failed 
because they themselves did not pay 
for it. 

Many a banker or officer of 
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another type of financial insti- 
tution feels that he cannot pay 
the premiums for coverage of 
certain types even though he 
knows the possibility of loss 
exists. An amusing example 
of this sort is told by an in- 
surance man of our acquaint- 
ance. He had written a 
blanket bond of limited cover- 
age, because the directors felt 
the premium must be held to 
a low figure. Naturally, this 
low-cost bond did not cover 
every contingency. So when, 
one morning, the cashier tele- 
phoned that they had lost $300 
out of the cash vault, and 
could not say where or how it 
had gone or who had taken it, 
the insurance man told them 
they were not covered for 
misplacement, hence could not 





collect. In the ensuing con- 
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versation, and subsequent cor- 
respondence, it became so 
plain that the banker felt 
cheated that the insurance 
man finally prevailed upon his 
company to pay the $300, and 
charge it up to good will or 
advertising or anything else. 
With the loss thus paid, the 
agent wrote suggesting that 
they purchase an endorsement 
covering a reasonable sum of 
misplacement against future 
losses. The bank replied that 
having had only the one mis- 
placement loss in twenty-odd 
years, and having that loss 
now taken care (See page 28) 
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FOLD-OVER FORM. This three-way entry record, : 
consisting of a stub, original and duplicate, is the THE FIRST NATIONAL BANK 
basis of the plan MADISON, WIS. 
2 T VA 
i 
‘ : THE FIRST NATIONAL BANK 
1 DATE AND TIME ENTERED VAULTS: MADISON, Wis. 
ticxer N® 39989 ' SAFE DEPOSIT VAULTS : 
° . IMPORTANT ENTRY TICKET 89 
H To gain admission to the ‘ 
: renter, or by a duly author- 
; ined agent or deputy. N? 39989 
SAFE NO RENTER 
SAFE NO : RENTER 
1 
t EPUTY 
CO-RENTER 
0° i : 
{ 
i DEPUTY 
o | DONOT DESTROY THIS TICKET |” Admitted by 
DATE | RETURN TO IDENTIFICATION 
: DESK IF NOT USED Checked by 
SHAW-WALKER 4M6802-1 ; FORM 12-F 
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Deposir PROCEDURE 


Points considered were the speed of handling customers, a 
control that would stand in court, and cost of operation 


admissions to safe deposit boxes 
should accomplish at least three 
important results. First, it should 
assure that none but an authorized 
renter, co-renter, or deputy be ad- 
mitted, and provide a record of all 
admissions. Second, it should be so 
air-tight that it can stand up in court 
as a procedure which is not open to 
guestion as to whether other, un- 
recorded admissions have been per- 
mitted. Third, it should accomplish 
these results with a minimum expendi- 
ture of time, energy, and cost to the 
customer and to the safe deposit 
department personnel. 
We require our customers to sign 
loose-leaf entry tickets in order to 
gain entrance to their boxes. The 
completed ticket, made up and signed 
outside the vault proper, calls for the 
signature of an authorized entrant, 
box number, and date. 
Previous to adopting the procedure 
described hereinafter, the customer 
carried the signed entry ticket into the 


ie ideal method of controlling 


by 
Oo. B. LOVELL 


Comptroller, The First National Bank 
of Madison, Madison, Wisconsin 


vault, where any one of the three vault 
attendants checked the signature 
against the contract, initialed and 
time-stamped the ticket. 

Our vault has little space not taken 
up by boxes. Oftentimes we experi- 
enced considerable congestion in the 
vault because of customers awaiting 
admission and other customers re- 
turning their boxes. To avoid the 
crowded condition, we might move the 
identification work outside the vault — 
but this would waste time and energy 
of the attendants in running back and 
forth, and slow down the service. 
Yet we had to do something; the con- 
gestion was growing more acute. 

Plainly, we needed to work out a 
system which would attain all of the 


three major results required. And 
we had to move the identification 
procedure outside the vault. Our 


first idea was to adopt the single-card 
record of signatures taken successively 
and showing a chronological record of 
admissions of each customer; this 
would do away with the necessity of 
checking signatures against the con- 
tract once the file had been built up 
with a card for each authorized en- 
trant. But it would not save the leg- 
work for the attendants. It would, we 
felt, be better as legal evidence than 
our old method. But it still fell short 
of what we needed. 

So, once more our committee started 
at the problem. Perhaps we could 
combine the best features of both 
plans, and incidentally get the other 
requirements fulfilled. We = started 
from the old ticket then in use. And 
from it we developed what we call our 
three-way control. 

Look, if you will, at the entry ticket 
reproduced on this page. Note that 
it consists of a stub, original, and 
duplicate. These are bound, fifty sets 
in a book, and stapled through the 
stub. The back of the (See page 21) 
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(From page 13) earning power and not 
on speculative prospects and sug- 
gested that most farm land should 
not sell for more than 20 times the 
net rent after paying taxes. “I think 
it is a good thing that farm land 
values in the United States in the 
spring of 1937 are only 85 per cent as 
high as they were before the world war 
and only 16 per cent higher than at the 
bottom of the depression in 1933,”’ the 
Secretary said. “If farmers get their 
fair share of the national income dur- 
ing the next ten years, farm land values 
will and should advance. But I hope 
they never advance beyond a fair 
relationship with farm income. Farm- 
ers, and especially young farmers don’t 
want a repetition of the 1920 foolish- 
ness.” 

The Farm Credit Administration re- 
ports that the outlook for farm owner- 
ship is favorable and that the number 
of farmers applying to it for loans to be 
used exclusively in the purchase of 
farms has increased more than 8 per 
cent during the past year. Farm 
mortgages recorded last year were a 
little less than half of those of 1934. 
Estimated farm mortgage recordings, 
which include renewals and refinancing 
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Washington 


as well as new mortgages, amounted to 
approximately $800,000,000 in 1936 
compared with $1,000,000,000 the pre- 
vious year and $1,700,000,000 in 1934. 

Significant is the return of private 
lenders to the farm mortgage field. 
Three years ago the Federal Land banks 
and the land bank commissioner were 
doing about 74 per cent of the farm 
mortgage business whereas in 1936 it 
was only about 23 per cent. The 
largest gain in the recording of farm 
mortgages was made by the commercial 
banks of the country which increased 
their recording from $110,000,000 in 
1934 to $186,000,000 in 1936, or from 
about 6 to 23 per cent of the total. The 
greatest volume of mortgages being 
recorded currently, however, is by 
individuals. In 1934 it amounted to 
$220,000,000 and in 1936 to $255,000,- 
000, or 12.6 to 31.8 per cent of the 
total. Insurance companies a little 
more than doubled the amount of 
mortgages which they recorded during 
this period, from $46,000,000 to $115,- 
000,000, or 2.6 to 14.4 per cent of all 
mortgages recorded. The Federal Land 
banks and the land bank commissioner 
now hold about 40 per cent of the total 
farm mortgage on record, having in- 





creased from approximately 12 per 
cent in 1933. 


Appraisal Forum 


Standardization of methods of ap- 
praising real estate and continuous ex- 
change of appraisal information are 
the objectives of a new semi-govern- 
mental organization now being set up 
in Washington. The organization at 
present is known as the Joint Com- 
mittee on Appraisal and Mortgage 
Analysis and consists of three govern- 
ment officials and three representatives 
of private organizations. It is an off- 
shoot of the government’s interde- 
partmental committee on housing, but 
it is hoped that it may become a per- 
manent organization with an office and 
small staff provided by the Federal 
Government. Its purpose is to assist 
building and loan associations, savings 
banks, life insurance companies, mort- 
gage lenders, and other institutions 
concerned with real estate loans in ex- 
changing information on appraisals 
and in improving their appraising 
methods. 

The Joint Committee plans two 
activities. A permanent (See page 32) 








New Booklets 








Callable Bond Issues—A pamphlet tabulation of 300 
callable Railroad, Public Utility and Industrial bonds 
of general market interest bearing 444 per cent, 5 per 
cent and higher coupons which have sold over their 
call prices this year. It tabulates their pertinent 
redemption provisions and shows, as of the first day 
of each month for a six months’ period, the price at 
which the yield is exactly zero to the first possible 
call date. 


True Stories of Constructive Banking—Originally 
published as a series of nine advertisements by an 
Ohio bank, but now available in booklet form through 
courtesy of Financial Advertisers Association. The 
stories have their counterpart in practically every 
community, so have possibilities for local adaptation. 


Banks looking for new ideas for their advertising will 
find this booklet helpful. 


The Factoring Business—A booklet that describes 
the origin and development of one factoring firm. 
Emphasis is placed on the services and functions of 
the factoring firm, with a description of its departments. 
The booklet is brief and well printed. 


Uncovering Profits Hidden in Repeated Name and 
Data Writing—A comprehensive illustration of the 
profitable adaptation of addressing machines to modern 
business, including banking. The technique is, basic- 
ally, repeat printing of names, facts, addresses, etc., 
from master plates to such forms as statements, 
notices, bills, booklets, collection cards, checks, cata- 





ogues, and announcements. Representative plates 
and the forms produced from them are illustrated, as 
well as several models of addressing machines. 


Booklets Still Available 


Summer Air Conditioning—A timely leaflet that 
describes a portable summer air conditioner, suitable 
for use in the home or office. I[l|lustrated. 


Cyclopedia of Papers—The fourth edition of a book 
that’s a standby in many offices and banks. Its 221 
pages sample a wide range of papers for advertising 
and general office use. Included are letterhead papers, 
bond papers. safety papers, record and report papers 
mimeograph and duplicator papers. 


What Will Your Directors Say?—Here is a folder 
about bankers blanket bonds, listing some typical 
cases of losses, and containing some pertinent points 


to consider in buying fidelity insurance. 8 pages. 


Convenient Housing of Ledgers Combined with Fire 
Protection in One Unit!—lllustrated six-page folder 
describes a new development in ledger safes. Em- 
phasizes the new feature of a sliding, revolving ledger 
tray that makes it possible to bring the ledger sheets to 
a natural, convenient posting position, and at the same 
time provide housing and day and night fire protection. 


How to Profit With Air Express—This folder, quot- 
ing rates and giving elapsed time between principal 


BOOKLETS FOR BANKERS 


ELPFUL booklets and pamphlets for bankers are made available through the co-operation of the 
| publishers and The Burroughs Clearing House. Readers can obtain free copies of the material 
listed below by addressing their requests, on their bank’s letterheads, to Toe Epitor, The Burroughs 
Clearing House, Second Boulevard and Burroughs Avenue, Detroit, Michigan. 


cities, might fill a definite need in your bank. It details 
the advantage of air express or a combination of air 
and railway express for forwarding checks, drafts, 
collections, currency or coin. 


A Career in Life Insurance Representation—A 36- 
page booklet issued by a leading life insurance company 
setting forth the opportunities in modern life insurance 
field work. This booklet should be valuable to bank 
officers and others approached by persons seeking 
employment. It will be sent to readers or to anyone 
recommended who would consider it interesting in | 
choosing a career. 


Investment Service 


Definite Bond Market Recommendations—An eight- | 
page analysis and forecast of the bond market with | 
definite buying and selling advice is offered by an | 
impartial financial service. This includes some 150 | 
bonds divided into two groups: Investment bonds, such 
as those held by banks and trustees. and bonds suitable 
for holding by business men. 


Four Famous Forecasting Factors—A comprehensive 
study of the methods which can be used to guide invest- 
ment in common stocks. The booklet describes 
methods used to judge worth of individual stocks, how 
the industries are rated, and an explanation of short- 
swing and long-trend forecasting. Explanatory charts 
and tables are included in the 36 pages. 
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Court Decisions ... 


An important ruling that covers transactions with syndicates or 
business trusts...The interest principle on customer’s notes... 
Why a clear title to checks accepted for collection is essential 


Business Trusts 


A decision of utmost significance to 
banks dealing with so-called syndicates 
or business trusts has recently been 
handed down by a Federal District 
Court in Colorado. 

In that case a syndicate of investors 
had been organized for the develop- 
ment of a certain tract of land. The 
syndicate was not incorporated, but 
was organized as a business trust to 
be operated and managed for the 
benefit of the investors by a managing 
committee, which had absolute powers 
over the assets and business of the 
syndicate. 

The managing committee executed 
on behalf of the syndicate a promissory 
note. This was signed by the members 
of the managing committee. Later 
the bank which held the note en- 
deavored to enforce it against one of 
the members of the syndicate, who 
was not a member of the committee, 
but who held a fractional portion of 
the entire beneficial interest in the 
syndicate. 

_ Ordinarily, 
informal 


of an 
be held 


the members 
association may 


individually liable as partners for the 
obligations of the association, and this 
Was apparently the theory on which 
the bank was seeking to enforce the 
note against the individual member of 
the syndicate. 


by 
CHARLES R. 
ROSENBERG, Jr. 


Member of the Bar of Pennsylvania and of the 
District of Columbia 


After adverting to the broad rule 
that business trust instruments create 
either a pure trust or a partnership, 
according to the way in which the 
trustees are to conduct its affairs, the 
court held that in the case before it 
the individual member of the syndi- 
cate was not personally liable on the 
note as a partner. 

“The trust indenture,” the court 
explained, “creates a pure trust with 
exemption from personal liability for 
the shareholders when no powers of 
control are reserved to the latter other 
than the right to share in the profits 
and the principal on liquidation and, 
as in this case, the right to fill vacancies 
in the managing committee. 

“It would be hard to draw an in- 
denture that vests in the managers 
power more absolute and irrevocable 
than does the trust instrument in this 
case. This committee is not only 
independent of all the shareholders, 
but is specifically enjoined to dis- 
regard each and every protest, de- 
mand, instruction or direction of any 
holder of any part of the beneficial 


interest. Clearly the shareholders had 
not that ultimate control which the 
authorities say is a prerequisite of 
their personal liability.” 

From this decision it would appear 
that in dealing with a so-called syndi- 
cate or business trust, a bank may 
not be able to hold the individual 
members personally liable unless each 
member individually signs the note 
or other instrument involved in the 
transaction with the bank. (Bank of 
America National Trust and Savings 
Association vs. Scully, 18 Federal 
Supplement, 182.) 


Interest Principle 


A bank’s customer borrowed $7,000 
on a note. By payments on account 
the unpaid balance of principal was 
reduced to $234.10. Suit was brought 
for this balance of principal plus 
interest. The maker of the note 
admitted owing $234.10 of principal, 
but contended that when the bank 
received payments and did not specifi- 
cally apply them to interest, it thereby 
waived payment of interest. 

Ruling that the maker was liable for 
interest as well as the unpaid balance 
of principal, the United States Circuit 
Court of Appeals for the Third 
Circuit said: 

“The note fell due on July 9 and, 
allowing the payment of (See page 25) 
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BANK EMPLOYMENT 


A favorable indication in Canadian 
banks recently has been an improve- 
ment in the demand for junior clerks. 
This coincides with a more aggressive 
branch program particularly in the 
mining districts of the Dominion. 

The policy in Canada is to engage 
youths fresh from high school and 
college and to train them for higher 
posts by practical banking experience. 
They are encouraged to supplement 
this experience with banking and 
economic studies. This policy has 
proved successful in the past, most of 
Canada’s senior banking executives 
of today having entered their banks as 
juniors and worked through the various 
departments to higher offices. 

It is interesting to refer to a return 
submitted to the Banking and Com- 
merce Committee of the House of 
Commons in 1934. This showed the 
average age and range of various staff 


groups in the chartered banks as 
follows: 

Juniors 20 18-23 
Ledger-keepers 23 19-46 
Tellers 25 21-55 
Accountants 33 21-49 
Managers 44 27-64 
Women Clerks and 

Stenographers 28 17-50 


SMALL LOAN BREAKDOWN 


Loans to pay medical, hospital and 
dental bills comprise a large propor- 
tion of borrowings from finance cor- 
porations, if the figures submitted by 
the Central Finance Corporation of 
Toronto before the Banking and Com- 
merce Committee of the House of 
Commons are indicative of experience 
in this field. 

A breakdown of the company’s loans 
for 1935 showed that: 18.59 per cent 
were made in connection with medical 
and dental expenses; 8.96 per cent to 
consolidate sundry overdue bills; 7.36 
per cent to pay taxes; 6.37 per cent 
to pay for fuel; 7.27 per cent were for 
real estate mortgages and interest; 
7.68 per cent for clothing; 2.60 per 
cent for insurance; 4.17 per cent for 
rent; 4.65 per cent for repairs; 4.42 
per cent for furnishings; 3.93 per cent 
for automobiles; 2.06 per cent for 
moving expenses; 1.24 per cent for 
food; 0.68 per cent for funeral expenses 
and 1.44 per cent for miscellaneous 
bills. This accounted for 81.42 per 
cent of the company’s loans. The 
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by 


G. A. G. 





other 18.58 per cent was made up 
as follows: business needs 6.18 per 
cent; travel and vacation 5.18 per 
cent; education 0.69 per cent; to 
assist relatives 3.24 per cent; for 
miscellaneous purposes 3.29 per cent. 


BRANCH BANKING 


Banking experience at Sherridon, 
recently revived ghost town in north- 
ern Manitoba, has shown the elastic 
features of the Canadian banking 
system. 

Fifteen years ago the townsite was 
just another spot in the wilderness. 
The discovery of copper and _ the 
establishment of a large base metal 
mine created a thriving settlement 
served by a railway and two branch 
banks. Sherridon’s prosperity seemed 
assured until the depression brought a 
collapse in copper prices, resulting in 
the closing of the mine. The two 
bank branches continued to provide 
service until most of the inhabitants 
had departed, then the agencies were 
discontinued and the remaining busi- 


ness transferred to the _ nearest 
branches. 
Now Sherridon is again in the 


ascendancy, the mine is reopening, 
the camp is throbbing with activity 
and many of its old citizens are return- 
ing. Resuming also is the branch of 
the Canadian Bank of Commerce 
testifying to the adaptability of branch 
policy to the fluctuating fortunes of 
mining towns. 


A SCRIP INCIDENT 


Really enthusiastic sound money 
citizens of Ontario’s capital may not 
like to be reminded that it was 100 
years ago this month that the newly 
chartered City of Toronto indulged in 
an issue of paper currency. 

In justice to the hard money 
burghers of Toronto it may be said 
that the city’s issue was very moderate, 
around $22,000, and was circulated on 
the ground of a purely philanthropic 
desire to add to the welfare of the 
country at large by furnishing it with 
a much needed supply of money. The 
historians however add a sour note by 
stating that the city council had come 
to the conclusion that the issue of 
paper money was an easy and effective 


manner of escaping financial embar- 
rassment. 

Toronto’s notes were in one- and 
two-dollar denominations payable to 
Alderman Denison and _ signed by 
Mayor Gurnett and Aldermen McCord 
and Washburn. The notes outshone 
other Upper Canada issues because 
the city council had sent to New York 
to procure regular engraved plates. 
The notes appeared in circulation for 
several years and finally were re- 
deemed. 


PROSPERITY CERTIFICATES 


Souvenir hunters are believed to 
have taken most of the $12,000 
Province of Alberta certificates which 
were outstanding on April 3 last. 
The provincial government has an- 
nounced the abandonment of the 
scheme which involved the issue of 
stamped scrip, and redemptions will 
continue as formerly from month to 
month. Approximately $239,391 in 
certificates was issued under the plan 
which was launched as a means of 
financing road work. 


CORONATION ISSUE 


The editors of ““The Royal Bank of 
Canada” staff magazine are to be con- 
gratulated on their April-May Coro- 
nation Issue. It is a most fitting bank 
souvenir. The cover of the _ issue 
suggests the pageantry of the corona- 
tion. Impressive pages observe the 
historic occasion of ‘““The Coronation 
of His Majesty, King George VI.” 
Inside, an article titled ““The Empire 
Crowns Her King,” by W. L. Thorp, 
describes coronation customs and 
activities. 


BRANCH STATISTICS 


Branch statistics for February show 
an upward trend in the number of 
branches established by Canadian 
commercial banks. Six offices were 
opened and 3 closed, with 4 of the 
new agencies located in mining points. 
At the end of February 3,360 branches 
of Canadian banks were located in 
Canada, 25 in Newfoundland, and 
121 elsewhere. 


CLEARING HOUSE ITEMS 


A maximum flat rate of 2 per cent a 
month on small loans, allocated one- 
half of 1 per cent to interest and 1% 
per cent to service charges and fees 
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was approved by the banking and 
commerce committee of the House of 
Commons in considering an act 
applicable to a finance corporation... 
Monthly returns of the Penny Bank 
of Ontario show that children of 499 
schools in the Province of Ontario had 
$49,000 more on deposit at the end of 
February than for the same month a 
year ago .. . School savings in Toronto 
and vicinity at the end of February 
amounted to $692,656 In the 
first four months of operations, the 
Home Improvement Plan sponsored 
by the Federal Government in co- 
operation with banks and financial 
corporations made 5,441 loans aggre- 
gating $2,091,158. 


Improving Safe De- 
posit Procedure 


(From page 17) Original is spot-carboned 
at the right of the heavy vertical rul- 
ing. Stub, original, and duplicate are 
serially numbered alike. The portion 
which the customer signs is identical 
in form and color with the loose-leaf 
ticket which our bank has used for 
years. 

The identification now takes place 
in the reception space outside the 
vault door. The safe deposit con- 
tracts are all mounted on _ visible 
panels, signatures being immediately 
visible without withdrawing the con- 
tract card. These files are maintained 
in cabinets on a steel table with 


casters. They are at the custodian’s 
desk, where all identifications are 
completed. 


When a customer is admitted to 
this lobby, one of the three-way sets 
is placed before him. He fills in the 
safe number and signs the ticket. 
Opportunity for congestion at this 
point is greatly decreased because 
more than one entry set may be 
removed from the bound book at a 
time—leaving the stub bound, of 
course, as it remains for the stub 
record. Thus more than one customer 
can be signing entry tickets at one 
time. 

The custodian then checks the num- 
ber and signature against the contract 
file, which takes but a few seconds. 
When satisfied that everything is in 
order, he signs the form to show that 
the customer is being admitted by 
him after completing the identification. 
Then the custodian tears the original 
and duplicate apart. He hands the 
original to the customer, and retains 
the duplicate at his desk. 

The customer carries the original 
into the vault, hands it to the attend- 
ant there, who time-stamps it and 
delivers the box with no further detail 
or question; the custodian has taken 
the responsibility for identification 
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GUARANTEED 
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OTHER Bonps AND SECURITIES . 
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MortTGAGES 


OTHER ASSETS 


UNDIVIDED Panes 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


Statement of Condition, March 31, 1937 


RESOURCES 


DIRECT AND FULLY 


Loans, DIscOUNTS AND BANKERS’ ances 


CUSTOMERS’ hme Resiugante . 


LIABILITIES 
CAPITAL FuNDs: 
CapiTaL STOCK . $100,270,000.00 
SURPLUS 100,270,000.00 


RESERVE FOR TAXES, INTEREST, ETC. . 


LIABILITY AS ENDORSER ON Misiatinianies AND on BILLs 


United States Government and other securities carried at $178,729,298.80 are pledged to secure 
public and trust deposits and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 


.$ 736,909,810.95 


662,720,252.21 
78,044,315.56 
172,926,493.25 
811,208,715.17 
37,174,578.57 
3,993,761.19 
9,851,077.06 
17,828,554.30 
22,402,079.43 


$2,553,059,637.69 











. 25,032,327.59 


$ 225,572,327.59 
15,752,738.74 
1,952;934.77 

. 2,271,210,827.28 
20,069,834.95 
11,067,451.09 
7,433,523.27 


$2,553,059,637.69 


























and admission to the vault proper. 
When the customer returns the box 
to the vault, the attendant again time- 
stamps the ticket and retains it. 


"THE attendant keeps all tickets re- 

ceived by him and sorts them in 
numerical order by entry number. 
This permits him to find out readily 
whether all admissions have been 
served and that the numerical sequence 
is complete and unbroken during the 
day. At the close of business he should 
find the same number of original entry 
tickets as the custodian’s desk has 
duplicates. If each of the original 


tickets shows a time stamp in and 
out, this assures that all customers 
received at the identification desk by 
the custodian have been served, and 
that all boxes have been replaced. 
Any exception will be followed up 
immediately so that all entry tickets 
are properly accounted for. 

What becomes of the three parts of 
the original set? The stub remains 
bound in the book; it carries the 
printed serial number, the date-stamp 
impression, the written number of the 
box. The original, carrying the same 
serial number, the same written box 
number, and the two impressions of 
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BEYOND THE 
ACTUAL FIGURES 


Before granting credit accommo- 
dations banks carefully analyze 
financial statements. Likewise, the 
ability of management, condition 
of physical equipment, operating 
methods and numerous other fac- 
tors directly affecting the borrower 
are scrutinized to determine the fit- 
ness of the risk. 

So far so good. But what about 
the human factor? If an official or 
employee were to embezzle a large 
portion of the firm’s liquid assets, 
the security back of the loan might 
be seriously impaired. 

Fidelity Bonds play an impor- 
tant part in stabilizing the credit 
‘structure of business by minimiz- 
ing the factor of employee dishon- 
esty. Just as fire insurance safe- 
guards the physical assets back of 
your borrowers’ loans, fidelity in- 
surance safeguards the liquid as- 
sets so necessary for current oper- 
ations. 

Therefore, we say, for your own 
security always insist that adequate 
amounts of Fidelity protection be 
carried by the concerns to which 
your bank’s funds are loaned. 

The F& D representative in your 
community will be glad to confer 
with you regarding any such prob- 
lems. 

FIDELITY, SURETY AND BANKERS 

BLANKET BONDS, BURGLARY, 


ROBBERY, FORGERY AND 
GLASS INSURANCE 


FIDELITY 


AND 


DEPOSIT 


COMPANY OF MARYLAND, 
BALTIMORE 








D25A 
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the time stamp, as well as the signature 
of the entrant, the signature of the 
vault custodian, and the initials of the 
attendant who admitted the customer 
to the box, is then filed numerically by 
box number; this permits all the entry 
records of a single renter, co-renter, 
or deputy to be found together in the 
file. The duplicate is filed daily in 
alphabetical order, affording a con- 
venient index to the other two records. 

Since the three parts are thus filed 
separately and differently, protection 
is afforded against loss or unauthorized 


removal of this important record of 
the department. It should be simple 
to show in court, if ever the point 
should come into question, that all 
admissions to boxes are accounted for 
if the numerical sequence is unbroken. 

Finally, the new system permits the 
customer access to his box with rather 
less of delay, and certainly less of 
inconvenience, than under the old plan. 
It has done away with the previous 
congestion at busy moments. And it 
requires neither additional steps nor 
lost motion by the vault personnel. 


Installment Loans 


(From page 7) something like 3 per cent. 

If we had not had installment loans 
in the bank in 1936, we should have 
been forced to buy bonds of some sort 
with an additional 15 per cent of our 
deposits. I am frankly dubious that 
we could have shown 4 per cent on 
such purchases. As it was, our install- 
ment loans netted us, after paying all 
the expenses incident to handling 
them, above 8 per cent. Putting it 
another way, during 1936 our install- 
ment loans produced net earnings of 
at least $1.25 for every $100 of deposits 
while, if these had been replaced by 
general bonds the net earnings on 
the same basis would not have equaled 
sixty cents and even that low rate 
would not have given us the liquidity 
that the installment loans did. 

It must be granted that installments 
present certain problems peculiar to 
themselves. It follows that the tech- 
nique of handling them is at wide 
variance from the technique of the 
average bank loan cage. It is not 
possible to decide tonight to take on 
automobile loans, for example, put 
an advertisement announcing that 
fact in the papers tomorrow, and 
expect loans to begin pouring into the 
bank in quantity by the middle of 
next week. The business simply just 
doesn’t work that way. It requires a 
great deal of preliminary spade work. 


HEN we went into the business in 

1930, we enjoyed over other lenders 
a considerable advantage in rate, an 
advantage that has since disappeared, 
by the way, and we proposed to 
capitalize this by taking only pre- 
ferred risks direct from the borrower. 


|The only trouble with this plan was 


that it didn’t work. By the end of 
1931, we had only $80,000 in automo- 
bile loans after soliciting them for 
more than a year. That to a $10,- 
000,000 bank isn’t much and, when it 


| is considered that through our seven 


offices we service the entire Monterey 
County trade area, with a population 
of upwards of 60,000, it is even less. 
Nor did we do anything very startling 
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in the following two years by this 
method, for, by the end of 1933, we 
had only about $100,000 in loans. 
It was a profitable side line, but 
nothing more. Yet we wanted more 
and to get it we did what we should 
probably have done in the first place, 
we surveyed our field. Taking a list 
of the automobile dealers in our terri- 
tory, we estimated the annual sales of 
each dealer. 


TH gave us the potential gross 

business in the area. Then we went 
over the list and eliminated the names 
of those dealers with whom we did 
not care to do business. We also 
eliminated those who would probably 
prove unavailable to us for competi- 
tive reasons. What was left, after 
these deductions, was our potential 
business. We went after it by con- 
tacting the dealers and telling them 
that we would finance their customer’s 
purchases, on the endorsement of the 
dealer, and that beyond that we 
would care for the dealer’s own re- 
quirements. 

This was very different from our 
initial program. In that we were lend- 
ing money only to the best credit risks 
and without the intercession of a 
dealer. Under our new program we 
were lending money generally to car 
buyers, making up what might be 
lacking in their individual credit 
ratings by resorting to a dealer en- 
dorsement. More than this we were 
also lending through our automobile 
department to dealers directly, to 
finance their inventories at peak 
periods and to care for their working 
capital needs at other times. This 
method worked like a charm. We 
have been doubling our outstandings 
of automobile paper at intervals ever 
since. 

We are, of course, still making direct 
loans, but the bulk of our business 
comes through the dealer with re- 
course to him. This recourse arrange- 
ment works about like this: The car 
buyer arranges to make a purchase 
from his dealer and fills out a briel 
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credit statement. On the reverse side 
of this statement, the dealer fills in 
the essential information applicable 
to the machine purchased along with 
a tabulation of the terms of payment 
agreed on between the dealer and the 
customer including the rate of interest 
to be charged. This comes over to us 
along with a conditional sale contract 
signed by both the dealer and the 
purchaser of the automobile covered. 
We then check the purchaser’s credit 
and, if it is satisfactory and the terms 
of the loan meet our requirements, 
we pay the dealer the amount called 
for in the contract and mail the pur- 
chaser a coupon book showing his 
payments and when they are due. 

It is to be noted that the auto- 
mobile dealer and not the bank sets 
the rate to be charged the customer. 
If this rate is in excess of our dealer 
discount rate, and it often is, the 
dealer has the difference credited to 
him in a special account, which is 
held as a reserve against his contingent 
liability. This reserve is released to 
the dealer as the loan matures. 


AL*2: at times we find it necessary to 
withhold from the dealer a part of 
the amount called for in the sale 
contract as a further reserve. Thus 
the other day, a dealer sold a $1,250 
automobile with a down payment of 
only $250 and a contract calling for 
payment of the balance over a period 
of thirty months. Obviously, this 
was an extremely poor loan and we 
told the dealer what we thought of it. 
But he wanted to make the sale, so 
we finally arranged it by withholding 
$250 of the $1,000 loan as a reserve 
until the loan was reduced within 
reason. Hence, in effect, we made a 
$1,000 loan secured by a new car 
retailing at $1,250 plus $250 in cash 
plus the endorsement of the dealer, 
which is not bad at all. If all goes 
well with the loan, the dealer will get 
the $250 in about two years. If not, 
that is if the purchaser fails to meet 
his payments, we will turn the account 
ever to a collector for collection 
either of the face of the loan then out- 
standing or the automobile collateral. 
If the latter, the machine will be 
turned back to the dealer and he will 
take up the balance of the note, less, 
of course, the $250 we now hold. In 
case of fraud or conversion both bank 
and dealer are protected by insurance, 
which is paid by the purchaser. 
Incidentally, in this connection, our 
losses arising from all our automobile 
loans are less than one-tenth of 1 per 
cent of the volume handled. 
_ Quite similar to the method of mak- 
ing automobile loans is that used in 
handling installment loans covering 
the purchase of household equipment. 
Here again, the purchaser makes his 
credit statement to the dealer and the 


dealer brings this along with the 
conditional sale contract to us for 
discount. Also, as in the case of auto- 
mobile loans we require the endorse- 
ment of the dealer as a guaranty of 
payment. 

In the case of personal loans we 
deal, of course, directly with the bor- 
rower and instead of taking a condi- 
tional sale contract, our security is a 
note. We also, of necessity, must 
make a more careful credit inspection 
for this type of paper. 

In connection with the span of a 
contract between purchase and the 
date that the final installment is due, 
we have no fixed rules. As a general 
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thing, we try to keep the final install- 
ment as near in as possible, I suppose, 
but this is always tempered by the 
borrower’s ability to pay. The best 
loan covering the installment purchase 
of any merchandise is the one with a 
relatively large down payment, which 
in the case of automobiles would 
range from 40 to 50 per cent of the 
purchase price plus a series of small 
monthly payments after that, even if 
these cover a period of two years. 
Such a set-up insures that the monthly 
payments will be so small as to easily 
fit the customer’s budget and hence 
make the possibility of default virtu- 
ally non-existent. Similarly, it is 
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better to make a twenty-four month 
loan with payments well within the 
reach of the borrower’s income than a 
twelve-month loan where the payments 
can only be met by the strictest sort 
of economy. 

It is patent from the foregoing that 
the work of taking on installment paper 
differs rather markedly from the 
methods followed in handling the 
general run of commercial credits. 
Installment loans are a retail business 
and must be made to conform to widely 
divergent types of borrowers. Each 
is an individual problem and each is 
a new problem and probably each 
name offered is a new name. On the 
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other hand the general run of com- 
mercial advances to business people 
can be pretty well formalized. The 
same borrowers come back into the 
bank year after year and their prob- 
lems are usually known to us in ad- 
vance. Also, as compared to install- 
ment loan borrowers, there are rela- 
tively few of them. Last year we 
made 2,000 automobile loans, which 
is only a fraction of our total install- 
ment business. 


T°? run this through the bank is a 

problem in itself and it would be 
regardless of the size of the bank. I 
do not mean that 2,000 additional 
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loans could not be taken in stride by a 
hundred million dollar bank, but 
rather that any volume worth while 
for such a bank would require special 
handling. This also follows in the 
case of a small bank. Two hundred 
installment loans probably would route 
through our loan cage without causing 
a ripple, but that would not hold for a 
bank with only $1,000,000 in deposits. 
Hence to care for our installment loans 
we have built up an accounting system 
applicable only to them. 

This system starts to click when the 
borrower fills out his application for a 
loan, for the application form, when 
filled out, becomes our primary record. 
From it, after it has been approved, 
the bookkeeper takes off on a ledger 
card the essential details of the loan 
including the number of payments to 
be made and the amount of each. This 
ledger card matches the coupon book, 
mentioned earlier and which is mailed 
to the borrower. As the borrower 
makes payments, he detaches coupons 
from the book to accompany them. 
These then become the ticket from 
which the ledger card is posted. In 
turn the general ledger is posted from 
the ledger card. 

Meanwhile, the ledger cards being 
compact are used as a tickler to help 
us in keeping loan payments up to 
the mark. Two or three times a 
month we run through these cards 
and all payments five days or more in 
arrears are tagged for special atten- 
tion. This may consist only of a 
telephone call or a letter or it may 
involve more drastic measures. It 
depends to a great extent on the 
history of the loan involved. 

Essentially simple, this bookkeeping 
system can be made to work in almost 
any bank of any size and against widely 
differing loan loads. Some of our 
friends, operating much smaller banks 
than the Monterey County Trust & 
Savings Bank, have lifted it directly 
for their own use. 

The question of how much it costs 
to operate a properly organized install- 
ment loan department is a matter of 
conjecture, because it depends to such 
a large extent on the bank operating 
it. However, the accompanying tabu- 
lation of expenses estimated from 
actual experience on an average loan 
load of about $100,000 is probably 
about what any country bank may 
expect in its first year or so of oper- 
ation. Expense for a load of less than 
$100,000 would probably be as much, 
and above that the expense ratio de- 
clines rather rapidly, for installment 
loans follow pretty closely the eco- 
nomics of mass production. The 
more you make, the less each costs. 
From this it follows, that if loans do 
not reach a certain minimum, they 
are probably not profitable. Hence 


| it is essential for a bank to know that 
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the business is available before it) 
tries to get it. Probably the best 
way to do that is to check up on 
dealers as we did in expanding our 
automobile loans. 

However, if a bank is warranted in 
entering the installment loan field at 
all, it ought to be able to count on a 
volume sufficient to return it 5 per 
cent on its investment in the first year 
of operation. After that the return 
should rise and at the end of three 
years, it can probably count on 
installment loans absorbing up to 
about 15 per cent of its deposits, 
which, in these days, is a pleasant 
outlook, indeed. Installment loans 
are not a gold mine by any means. 
They will never make a bank a for- 
tune, but a properly selected and 
managed portfolio will keep a pro- 
portion of a bank’s funds safely and | 
profitably employed. After all, that| 
is what we are looking for. 


Court Decisions 





(From page 19) $500 that day made, | 
the balance of $6,500 then came due | 
and interest began to run. The sum 
of all payments thereafter made did 
not pay the principal, part of which re- 
mained unpaid when suit was brought. 
So long as such part of the principal 
remained unpaid, interest ran in the 
absence of any act or agreement of 
the bank to waive interest. 
““Everyone who contracts to pay 
money on a certain day knows that, 
if he fails to fulfill his contract, he 
must pay the established rate of 
interest as damages for his non- 
performance. Hence it may be cor- 
rectly said that such is the implied 
contract of the parties.” (Starr Sta- 
tionery Company vs. Rogers, 88 
Federal Reporter, Second Series, 482.) 


Title to Checks 


A bookkeeper employed by the 
payee of sixty-five checks, drawn on 
various banks, forged the payee’s 
endorsement on them and turned the 
checks over to a confederate. The 
confederate deposited the checks in a 
bank with which he had an account. 
This bank collected on the checks and 
credited the proceeds to its depositors 
account. 

This state of affairs finally came to 
the attention of the payee of the 
checks, and he thereupon brought suit 
against the collecting bank. The 
lower Pennsylvania court held that 
the collecting bank was not liable. 
On appeal by the payee, the Supreme 
Court of Pennsylvania reversed this 
decision and in a lengthy opinion set 
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of the collecting bank in these cir- 
cumstances. 

“In receiving a check for collection,” 
the court pointed out, “‘the collecting 
bank gets no title to the check if the 
holder depositing it had none; by 
collecting it and crediting the collec- 
tion to the depositor, the bank neces- 
sarily assumes dominion over it incon- 
sistent with the payee’s control over 
his own property. This is conversion. 

“The collecting bank on the forged 
endorsement acquires no title what- 
ever to the paper, because the endorse- 
ment, its only source of title, is a 
nullity. It therefore is wrongfully in 
possession of the check, and in equity 
and good conscience holds it for the 
payee. If, while in possession of it, it 
by means of the forged endorsement 
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collects it, then it holds the proceeds 
of the collection in the same way for 
the payee, and that relationship creates 
a privity between it and the payee. If 
the payee elects to ratify the collection 
of the check by the collecting bank, he 
may recover from it the amount 
collected.” 

The decision in this case overruled 
a previous contrary Pennsylvania deci- 
sion, as the court put it, “in the 
interest of that uniformity of decision 
desirable in the law of negotiable 
instruments.” (Lindsley vs. First 
National Bank, 190 Atlantic Reporter, 
876.) 


Escrow Funds 


An escrow account is essentially a 
trust fund and, no matter in whose 
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hands the escrow money may be, it 
will be impressed with a trust in favor 
of the persons entitled to it under the 
original escrow arrangements. 

Such in substance is the conclusion 
of the United States Circuit Court of 
Appeals for the Ninth Circuit in a 
recent California case. 

There, a customer of the escrow 
bank gave to the bank two checks 
drawn on another bank. In turning 
over these checks he instructed the 
escrow bank “to clear these checks 
through the regular channels and to 
hold the proceeds” in a_ specified 
escrow until that particular escrow 
had been closed. Upon the closing of 
the escrow, the money was to be 
turned over to the customer and his 
wife. 

The checks were forwarded by the 
escrow bank to a correspondent bank 
for collection, and the proceeds were 
credited by the correspondent bank 
to the account of the escrow bank. 
Thereafter, while the money was still 
in the hands of the correspondent 
bank, the escrow bank was taken over 
by a receiver. A contest then arose 
between the receiver and the bene- 
ficiaries of the escrow for the posses- 
sion of the fund thus in the hands of 
the correspondent bank. 

The court decided in favor of the 
beneficiaries of the escrow, saying: 

*“The checks were forwarded to the 
correspondent bank for collection and 
were deposited by the correspondent 
bank to the account of the escrow 
bank. It is admitted that the escrow 
had not been concluded at the time 
the receiver took possession of the 
escrow bank. It is obvious that the 
escrow instructions on deposit of the 
checks created a continuing trust. 
The trust fund relationship and tracing 
of the deposit having been shown in 
the balances of the escrow bank 
ledger with the correspondent bank, 
the right thereto is established. The 
general creditors of the bank accepted 
the risk of the bank’s solvency, while 
the escrow parties accepted only the 
hazards of the honesty of its officers.” 
(Scully vs. Pacific States Saving and 
Loan Company, 88 Federal Reporter, 
Second Series, 384.) 


Executor Liability 


To what extent may liability be 
enforced against one who endorses a 
negotiable instrument as an executor 
of a decedent’s estate? 

In a recent Delaware case the holder 
of a negotiable instrument brought 
two suits against an endorser who 
signed as executrix of a decedent’s 
estate. One suit was against her 
personally and the other was against 
her as executrix. 

Ruling that the endorser was not 
liable in her personal capacity, the 
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court quoted the following provision 
of the Uniform Negotiable Instruments 
Act: 

‘‘Where the instrument contains or 
a person adds to his signature words 
indicating that he signs for or on 
behalf of a principal, or in a representa- 
tive capacity, he is not liable on the 
instrument if he was duly authorized.” 

The holder of the note contended 
that the burden was on the endorser 
to prove her authority as executrix. 
Dismissing this contention, the court 
said: 

“The addition to the signature is 
sufficient to put the offeree of the 
instrument on notice and inquiry as 
to the existence and extent of the 
authority of the agent or _ repre- 
sentative. He is not compelled to 
accept the instrument, but if he does, 
he takes it for what it purports to be, 
an engagement not of the one who 
actually signs it. There seems to be 
no good reason to indulge a presump- 
tion that the signer has done an 
unauthorized act.” 

Having thus relieved the endorser 
of personal liability, the court dis- 
cussed the case against her as execu- 
trix thus: 

“An executor generally cannot bind 
his decedent’s estate by making, 
accepting or endorsing negotiable in- 
struments, for he has not the power 
to subject the estate to liability 
through an executory contract having 
for its object the creation of a new 
liability. The holder of the instru- 
ment must be held to the knowledge 
that the decedent’s estate is not 
responsible to him by reason of the 
endorsement or transfer of the notes 
by the executrix in the absence of 
testamentary authority, order of court 
or special circumstances.” 

Under the law of this case a person 
who endorses or executes a negotiable 
instrument as executor is not per- 
sonally liable; on the other hand, the 
estate is not liable because ordinarily 
the executor cannot create a new 
liability against the estate. (Carre vs. 
Seaman, 190 Atlantic Reporter, 564.) 


Misapplied Funds 


A manufacturing corporation ob- 
tained a loan from a bank on a note 
which was endorsed individually by 


two officers of the corporation. By 


an arrangement entered into among 
all the parties, including the bank, it 
was agreed that the manufacturing 
corporation would deliver to the en- 
dorsers merchandise equal in value 
to the amount of the note, and this mer- 
chandise was to be kept in a warehouse 
under the control of the endorsers. 

As orders were received by the cor- 
poration, it would fill them out of this 
merchandise and assign the resulting 
accounts to the bank and the en- 


dorsers with the understanding that 
as these accounts were collected, they 
would be applied to the payment of 
the note. 

As a result of this arrangement 
numerous payments on account of the 
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note were made until the unpaid 
balance was reduced to about $400. 
In the meantime the manufacturing 
corporation had made another loan 
from the bank under a similar arrange- 
ment whereby certain merchandise was 
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pledged as security to an investing 
corporation which endorsed other notes 
for the manufacturing company. 

Thereafter, perhaps through a cleri- 
cal error, the proceeds of an account 
in the sum of about $500 were credited 
on the note endorsed by the investing 
corporation. To ascertain its position 
with respect to these various ac- 
counts, the bank caused an audit to 
be made of the manufacturing com- 
pany’s books, and that audit disclosed 
data indicating that the proceeds of 
the $500 account should have been 
credited on the note endorsed by the 
company’s Officers. 

Thereafter, the bank was taken 
over by a receiver who sued the 
officers as endorsers for the unpaid 
balance of $400 on the manufacturing 
company’s note. 

The Federal District Court in Maine 
decided against the bank’s receiver 
with this comment: 

“The bank was a party to an agree- 
ment and was bound to apply the 
money in accordance with that agree- 
ment. In certain cases the creditor 
can make the application of pay- 
ments, but not here, where the creditor 
bank not only had knowledge or from 
its records should have had knowledge, 
that the money was paid for the 
purpose of being applied on the note 
endorsed by the officers, but knew 
that it should be so endorsed and 
probably at the time intended that it 
should be so endorsed, but by an 
error of some officer or clerk endorsed 
the same on the wrong note. If 
proper application of the money had 
been made, the note sued on would be 
more than paid.” 

Which suggests the losses a bank 
may suffer through what appears to 
be an unimportant “clerical” error. 
(First National Bank vs. Hall, 18 
Federal Supplement, 44.) 


Repurchase Agreement 


What is the liability of a bank under 
an agreement whereby the bank in 
issuing mortgage certificates agrees to 
repurchase the certificates at face value 
at any time on demand of the holders? 


Protection Against 


(From page 16) of, the management 
felt it unnecessary to spend $87.50 on 
the chance that there might be another 
misplacement some time! 

It is beyond the scope of this article 
to attempt listing the various kinds of 
coverage possible or advisable. The 
problem varies with each institution 
and its peculiar circumstances. Nor 
is it contemplated here to outline the 
provisions of the different standard 
forms of policy offered by the insur- 


That question was recently adjudi- 
cated in a New York case. A borrower 
had delivered to the lending bank as 
security for his notes, certain mortgage 
certificates which he had bought from 
the same bank under a repurchase 
agreement. The bank sued on the 
notes when they remained unpaid at 
maturity. 

The borrower filed a counterclaim 
demanding that the bank buy back the 
mortgage certificates pledged as secur- 
ity and apply the proceeds to the pay- 
ment of the notes of the borrower. The 
bank replied that the repurchase agree- 
ment was not binding on the bank 
because such an agreement was “ultra 
vires” —that is, beyond the corporate 
powers of the bank. But the New 
York court, ruling in favor of the bank, 
rested its decision on entirely different 
grounds: 

“The defense of ultra vires is not 
available to the bank; nevertheless, the 
agreement is contrary to public policy 
and may not be enforced against a bank 
as the contingent liabilities generated 
by such agreements might imperil the 
capital and surplus of a bank and the 
security of its depositors.” (West- 
chester Trust Company vs. Harrison, 
292 New York Supplement 209.) 


Out-of-State Suits 


A national bank located in Cali- 
fornia was made a co-defendant along 
with other parties in a suit in the 
Federal District Court in Nevada. 
The bank contended that the court in 
Nevada had no jurisdiction to enter- 
tain a suit against a national bank 
located in California. 

The court agreed with this view and 
decided: 

1. That while a national bank is 
recognized as a corporation and a 
citizen of the state in which it is 
located, it is a national agency subject 
only to control by Congress. 

2. That a national bank may not 
be sued without its consent in a court 
outside the state in which it is located. 
(Schmitt vs. Tobin, 15 Federal Sup- 
plement, 35.) 


Dishonesty Losses 


ance companies. Either one of these 
subjects would be material for a five- 
foot shelf of books, let alone a maga- 
zine article. 

There are, however, certain broad 
facts which may well be touched upon 
here—not with the idea of giving 
the reader definite information upon 
them, but rather of reminding him of 
their existence so that he may, il 
interested, pursue the subject further. 
In the first place, let us have a hasty 
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glance at some outstanding variations 
in policy forms. 

As a starter, let it be said that the 
only type of insurance which affords 
a reasonable degree of protection is 
the blanket bond. Under a blanket 
bond, the institution receives a larger 
aggregate of protection, and _ this 
protection is available for covering 
this total of loss under any of the 
provisions of the policy. As every 
bonding insurance man knows, and 
every banker who has had any experi- 
ence with losses, the one sure thing 
about losses is that you can never tell 
where they will break out. The old 
employee who has led an apparently 
blameless life out in the open for 
everyone to see, and who has earned 
the complete trust of everybody in 
town, has an outside possibility to 
show up with just as big a shortage in 
his books as the gay young fellow who 
is suspected of being pretty wild and 
extravagant; likewise most of the 
really serious losses of the sort that 
closes a bank are at the hands of 
officers gone wrong; as for the folks 
who are set to catch others and to 
prevent their wrongdoing, it is a by- 
word among insurance men and among 
auditors that the-one fellow you really 
need to watch is the auditor. 

Yet the banker who tries to protect 


his bank by individual bonds on 
officers and employees is undertaking 
to determine just which man or 
woman is likely to steal how much by 
what method. The classic example of 
the futility of trying to foresee just 
where and how trouble will break out 
is the story of one big city bank which 
was suddenly short three-quarters of a 
million dollars in United States bonds, 
and the services of one errand boy 
whose duties were to walk up and 
down the aisles accumulating mail and 
distributing it to the addressees within 
the bank. This boy, with practically 
no opportunity to steal as much as a 
thousand dollars, in the course of his 
duties passed a large cage in which a 
special crew was sorting bonds which 
had been called. The clerks were busy, 
nobody saw the boy take a sizable 
bundle of small-denomination, hence 
easily negotiable, bonds. The boy 
calmly walked to the locker room, 
placed his easily acquired bonds in a 
little satchel in which he brought 
gymnasium clothes downtown, walked 
out to lunch—and was found only 
after a frantic week of search. He 
had disposed of only one bond, had 
all the rest still in his little satchel. 
But insurance men still talk of his 
ill-guided exploit as a first-class ex- 
ample of how you cannot forecast who 
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will cause losses nor how large they 
will be when they occur. 

When a bank buys blanket bonds, 
just as when it buys anything else 
intelligently, it gets just as much as it 
pays for, and very little more. There 
are three blanket bond forms most 
widely used in this country. Stock 
Company Forms No. 8 and No. 2, and 
Lloyd’s HAN(c). Of the stock com- 
pany forms, No. 8 is materially more 
expensive than No. 2, because it gives 
more complete protection. For ex- 
ample, one of these forms provides 
automatic restoration of coverage for 
prior losses as well as future losses, 
while the other provides automatic 
restoration of coverage for future losses 
only. That is, if your bond is for 
$50,000 and you have a $50,000 holdup 
and tomorrow discover an embezzle- 
ment of $50,000 which took place 
before the holdup, under the one 
bond you would collect $100,000 
while under the other you would 
collect only $50,000. Likewise, the 
broader of these forms insures the 
bank against any dishonest, fraudu- 
lent or criminal act of an employee 
wherever committed, while the other 
specifies only dishonest acts. One 
covers misplacement or mysterious 
disappearance, the other does not 
cover but can be extended to cover 
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this for additional premium. In con- 
nection with the coverage on the 
premises, one waives the defense of 
negligence, the other does not. One 
covers misplacement and destruction 
while in transit, the other does not. 
One covers losses in transit anywhere 
in the United States and Canada, the 
other covers only within fifty miles of 
the bank. One covers cashing or 
paying forged or altered instruments 
or instruments bearing forged endorse- 
ments (the instruments: checks, with- 
drawal orders or receipts for savings, 
thrift, interest, special interest, or 
similar accounts, certificates of deposit, 
bank drafts, postal, pension, express, 
or bank money orders, or orders upon 
public treasuries) while the less broad 
form covers none of these contin- 
gencies. Neither form covers cashing 
or paying forged travelers checks. 
Neither covers loss due to riot and 
civil commotion. 

Thus, of these two widely offered 
forms, the less expensive exlcudes the 
following coverage which the broader 
form takes care of: automatic restora- 
ation of coverage for prior losses; 
misplacement or mysterious disappear- 
ance on the premises, misplacement 
and destruction in transit, cashing or 
paying forged or altered instruments 
or those bearing forged endorsements. 
Likewise, the narrower form covers 
losses in transit only within fifty miles 
of the bank. This fifty miles radius may 
be extended for an additional premium. 

Stock Company Form No. 8 and 
Lloyd’s HAN(c) are the only forms 
approved by the American Bankers 
Association because they are more 
comprehensive and naturally more 
expensive. It is not the intention of 
this article to decry the less expensive 
form. Unquestionably it provides 
coverage which many a small bank 
can afford where its gross earnings 
simply would not warrant the outlay 
involved in obtaining the broader 


form in comparable amounts. Rather, 
it seems advisable to point out these 
differences, so that any reader may 
know what to look for in approaching 
the problem of coverage for his own 
institution. 

In a small institution, the standard 
forms are about all that are available, 
with the standard riders. Various 
riders can be purchased, deductions 
such as the first $1,000.00 of misplace- 
ment may be used to reduce premiums. 
All manner of special risks may be 
insured separately, including such 
hazards as the purchase, sale, or taking 
as collateral of stolen securities, or in 
corporation trusts the acceptance of 
forged signature or warranties upon 
securities. Likewise, a large city bank 
handling as it does tremendous sums 
of cash and much larger values in 
securities often purchases additional 
coverage for messenger holdup, bur- 
glary, robbery, and other risks. 

But you get the point long before 
now. It is important to find out 
whether the agent knows what you 
need and how to provide this in your 
bond. Unless you are satisfied that 
he is technically expert in this complex 
field, make definite efforts to benefit 
by some really expert advice. The 
chances are that your local agent can 
get it for you. Maybe it can be had 
through your state association, or 
through your city bank. 

However it is obtained, it will pay 
you to obtain the information and then 
to act accordingly. Too many finan- 
cial institutions attempt to tailor the 
insurance program from an arbitrarily 
limited premium rather than from the 
needs of the institution. If you set 
about obtaining the right amount, 
and forms, and get your policies in 
order to the best of your and the 
insurance experts’ combined abilities, 
you will not be likely to find out when 
a loss does come that the answer is 
“Not covered.” 


Human Interest in Bank Advertising 


(From page 10) ethically and soundly. 
Dialogue creeps in, some of it stilted 
and artificial to be sure, but much 
of it natural and sincere. All of this, 
as I see it, is an even more important 
recovery for bank advertising than 
its surprising increase in volume and 
extent. 

The radio program of the Phila- 
delphia Symphony Orchestra which 
more than two score banks have 
adopted seems to be a definite part of 
this trend. Music is human and per- 
sonal. Occasionally a bank creates a 
moving picture of some phases of its 
work, or of its community, for dis- 
play before clubs and groups; the 
humanizing process goes on. Direct 
mail reflects the trend, with better 
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use of paper, ink, type and art; most 
of all, it is evident in newspaper 
advertising. 

There are two important reserva- 
tions to note, in the face of this trend: 

1. A weak or unsound idea can- 
not be made effective simply by 
phrasing it in dialogue between Madge 
and Molly, or inserting photographs 
of smiling faces. 

2. There are a great many occa- 
sions where, in appealing for certain 
highly desirable types of business, 4 
brief, crisp, tailored paragraph, with 
little apparent warmth, may be the 
most effective approach possible. 

All in all, there seems to be no 
escaping the need for judgment in 
bank advertising! 
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Washington 


(From page 18) central office will be 
created in Washington under the 
auspices of the Central Housing Com- 
mittee or some interested govern- 
ment agency, which will maintain files 
of all available data relating to real 
estate appraisal and which will serve 
as a clearing house for the exchange of 
information and to answer questions 
from banks and other lending institu- 
tions. In addition there will be peri- 
odic conferences of interested groups, 
and the first national appraisal forum 
has been called to meet in Washington 
in September. At this forum the en- 
tire proposal will be discussed in detail 
and plans will be perfected for making 
the central clearing house a permanent 
organization. 

Among the organizations which will 
be invited to send representatives to 
this forum in September are the 
American Bankers Association, United 
States Building & Loan League, Mort- 
gage Bankers Association, National 
Association of Savings Banks, Asso- 
ciation of Life Insurance Company 
Presidents. A dozen government 
agencies interested in housing, real 
estate, and lending will also be 
represented. It is expected that 
the collaboration of these representa- 
tives with leading academic author- 
ities will furnish lending institutions 
with appraisal material of much value. 

At present the Joint Committee is 
composed of representatives of the 
Society of Residential Appraisers, the 
American Institute of Real Estate 
Appraisers, the National Association 
of Housing Officials, the Federal Home 
Loan Bank Board, Federal Housing 
Administration, and Farm Credit Ad- 
ministration. 


Home Loan Merger 


Merger of Federal agencies concerned 
with home mortgages is being actively 
sought by Senator Harry F. Byrd of 
Virginia as an example of savings 
which may be made through general 
consolidation of government agencies, 
but his plan is not looked on with 
favor either by the administration or 
by the officials of the agencies con- 
cerned. President Roosevelt has pro- 
posed a plan for reorganization of the 
Federal Government under which he 
would have discretionary authority to 
consolidate all independent agencies 
into the regular departments and to 
shift and combine the duties among 
them, more with the object of effi- 
ciency than economy, and he is urging 
the adoption of this plan rather than 
the series of specific consolidations 
sought by Senator Byrd. The Vir- 
ginia Senator has introduced a bill to 
create the Federal Home Credit Ad- 
ministration which would absorb the 
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Federal Housing Administration, the 
Home Owners Loan Corporation, the 
Federal Home Loan Bank Board, and 
all the agencies supervised by the 
latter. The new agency would be 
headed by a single administrator in- 
stead of a board, and both Washington 
and field offices would be consolidated. 
He estimates that this would reduce 
administrative costs by some $24,000,- 
000 annually. 


FHA Flood Loans 


Banks are being reminded by the 
Federal Housing Administration of the 
new law under which the FHA will 
guarantee them against losses which 
they may sustain as a result of loans 
made for the restoration and improve- 
ment of real property damaged or 
destroyed by natural catastrophes 
such as floods, earthquakes, conflagra- 
tions, tornadoes, cyclones, and hurri- 
canes which may occur during the 
years 1937, 1938 and 1939. The insur- 
ance plan is similar to that of the 
guarantee of modernization notes un- 
der the now expired Title I of the 
FHA, and the insurance will cover 20 
per cent of the total amount of loans 
of this type made by any approved 
financial institution. This legislation 
is in addition to an earlier act of Con- 
gress creating the Disaster Loan Cor- 
poration as a subsidiary of the RFC 
for making all types of loans to persons 
suffering from natural catastrophes. 


Federal Reserve Changes 


Recent appointments by the Board 
of Governors of the Federal Reserve 
System include the following: R. E. 
Sherman of El Paso, Texas, as a direc- 
tor of the El Paso branch of the Fed- 
eral Reserve Bank of Dallas for the un- 
expired portion of the term ending 
December 31, 1939; F. W. Peck of 
St. Paul, Minnesota, as a class ““C” 
director of the Federal Reserve Bank 
of Minneapolis for the unexpired por- 
tion of the term ending December 31, 
1939; Albert K. Mitchell of Albert. 
New Mexico, as a director of the 
Denver branch of the Federal Reserve 
Bank of Kansas City for the unexpired 
portion of the term ending December 
31, 1937; Jay Taylor as class “C” 
director of the Federal Reserve Bank 
of Dallas for the unexpired portion ol 
the term ending December 31, 1939: 
Carlyle Thorpe of Los Angeles Calif., 
as class “C” director of the Federal 
Reserve Bank of San Francisco for the 
unexpired portion of the term ending 
December 31, 1939; and A. E. Eng- 
bretsen, Astoria, Ore., as director of 
the Portland branch of the Federal 
Reserve Bank of San Francisco for the 
unexpired portion of the term ending 
December 31, 1938. 
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